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FOREWORD 


Tas volume contains the addresses 
delivered at a conference held under 
the auspices of the Academy in Phila- 
delphia on October 29 and 30, 1926. 
The conference was attended by 
delegates appointed by the governors 
of many of our States as well as by 
many who represented educational 
institutions and other organizations. 

The topic was chosen because of its 
outstanding importance for the Ameri- 
can public. The relation between the 
Federal and the State governments 1s 
of necessity one that gives many op- 
portunities for difference of opinion 
and that changes with the passage of 
time. There will always be disputes 
over the wisdom of having jurisdiction 
exercised by one rather than by the 
other governing body. Recently there 
has been a revival of the discussion 
which has suggested to many the 
arguments over States’ rights so acute 
many years ago. 

This problem has appeared in many 
fields and those in charge of the pro- 


gram for the Academy meeting decided 
to choose four specific illustrations and 
devote a session of the meeting to each. 
These illustrations were taxation, child 
labor, education and power develop- 
ment. ‘The two evening sessions were 
of a general nature, dealing with a 
number of special phases of the general 
problem. 

Every attempt was made to balance 
each program by securing representa- 
tion for each of the important points of 
view. For the most part these efforts 


were successful, although in a few ' 


cases the balance was not so even as 
was desired. Any failure to present 
adequately the opposing views was 
due to circumstances beyond control. 
The topics discussed are extremely 
important in American life and the 
contributors are so distinguished that 
the Academy presents the volume with 
satisfaction and with the belief that its 
publication will be a distinct service. 
Ernest Minor PATTERSON, 
Editor in charge of this volume. 
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Need for Readjusting the Fiscal System of the 


United States 


| By Enwix R. A. Suricman, Pa.D. 


Columbia University 


N this series of discussions on the 
relations of the state and the Fed- 
aral Government, there is one point 
hat I should like to emphasize at the 
vutset. It is this: that well-nigh all 
ur modern political problems may be 
xplained in terms of economic life. 
though one need not be a devotee of 
ae economic interpretation of history, 
here is little doubt that the economic 
sonditions which surround the common 
man in his endeavor to make a living 
have from the beginning greatly in- 
Juenced the political life, 

This is especially true of the problem 
of the fiscal relations of state and 
Federal Government. For the at- 
itempt to take out of the pockets of 
individuals by coercive means a part 
of their wealth naturally strikes at the 
very nerve center of economic life. 
The relations between economics and 
finance are accordingly peculiarly in- 
timate, and afford a clue to the under- 
standing of the present-day fiscal 
problems, not alone in the states, but 
in the nation at large. 

Following out this line of thought, 
let me recall to your mind the condi- 
Jons as they existed when our present 
Constitution was adopted. For all of 
our problems, fiscal and otherwise, so 
‘ar as the relations of state and Federal 
yovernment are concerned, are of 

yurse to be treated within the frame- 
ork of our Constitution. No matter 
ow beautiful a theory may be, no 
atter how admirable a plan may 
e, if it is unconstitutional, that set- 
les it. 


Impotence OF EARLY GOVERNMENT 


What took place at the time that the 
Constitution was framed? As we all 
know, when the colonies came together 
in order to make a common front 
against the foe, they had to struggle to 
survive those seven years of intensive 
strife. In the meantime, the Articles 
of Confederation were adopted. Un- 
der this loose union there ensued the 
difficult period which lasted for several 
years. ‘The embarrassment arose from 
two sources. We have had many 
books written to explain the origin of 
our Constitution, but one of the chief 
reasons has never been emphasized. 
When a real history of the United 
States comes to be written, it will be 
found, without much doubt, that the 
troubles of 1767, the troubles of 1775 
and 1776, and in like manner the 
troubles after the Tréaty of Peace, were 
due to something that we are only be- 
ginning to understand, namely, the 
business cycle, the ups and downs of 
enterprise and of prosperity. Without 
going back to the earlier period which 
has never yet been thoroughly investi- 
gated, it so happened that during the 
eighties we were in the midst of a 
serious business depression which 
greatly intensified the difficulty of the 
situation. 

The other and perhaps the main 
reason why we were not able to cope 
with the crisis was the impotence of the 
central government. When Robert 
Morris, the wealthiest man in Phila- 
delphia, came to rescue us from our 
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troubles toward the end of the Revolu- 
tion, and when he even put into the pot 
his own private fortune, he struggled 
in vain to persuade the states to grant 
to the Confederate Government an 
independent revenue; he failed and 
partly as a result of his failure to ac- 
complish this, he resigned. Moreover, 
not alone did the central government 
have absolutely no power at home, it 
had also no power abroad. Several 
of the states sent embassies abroad in 
order to borrow money, thus competing 
with the central government. But 
above all, each of the new sovereign 
states looked out for its own separate 
interests, erecting all manner of inter- 
state barriers, and throwing all kinds 
of difficulties in the way of the other 
states. 

In other words, business suffered 
under a double handicap. We could 
not get a market for our products 
outside of the narrow confines of our 
own little locality, and we had, more- 
over, to cope with the additional 
difficulties of a business depression. 


WHAT THE CONSTITUTION ACHIEVED 


Fortunately there was one man that 
recognized the source of the trouble. 
You will remember Lafayette’s state- 
ment in his later years that he had 
known many great men, including 
Napoleon and Metternich, Pitt and 
others, but that there was not one who 
could be compared in ability with 
Alexander Hamilton. Hamilton per- 
suaded a few states to come together to 
consider commercial problems and out 
of that grew a wonderful convention 
and our present Constitution. 

This Constitution was framed as a 
result of a great compromise on the 
basis of the existing economic condi- 
tions. Only a minimum of power was 
granted by the sovereign states to the 
central government. Certain things 
indeed were indispensable, as had been 


learned not alone in the Revolution, 
but in those dark years of the later 
crisis. ‘Thus there was handed over to 
the Union first the control of the Army 
and Navy; second, the management of 
the Post Office, in order to maintain 
communication among the different 
states; and third, the control of -the 
coinage. 

These were the chief things which 
had been forced upon the country by. 
the sad experiences of the war. There 
were, however, three or four other 
matters which the Convention thought 
it desirable to take away from the 
states, and which encountered no 
objection. The first was the control of 
the public domain. It will be remem- 
bered how immediately after, or even 
before, the treaty of peace, the separate 
states transferred to the Confederate 
Government, for the common enjoy- 
ment and the public good, all the 
outlying Western land which belonged 
to them under the original grants from 
the King. The control of the public 
domain now became a part of the 
Federal activities, and the hoped-for 
revenue from the domain was to be 
devoted to paying the national debt. 
In the next place the control of foreign 
commerce was turned over to the 
central government, and with it also 
the entire field of foreign credit. From 
now on, it became impossible for the 
states to borrow money abroad in 
competition with the Union. Then 
came the powers granted to the Union 
to control the economic relations among 
the states. This was really the motive 
force in the original efforts of Hamilton 
to revive the business life of the nations 
Federal control over interstate com- 
merce is the basis and secret of our 
economic prosperity. What we did 
was in effect to create a national market 
for all local productions—a market 
untrammeled by any restrictions or 
limitations. That is precisely what 
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hey are trying to do in Europe today. 
tis the one great thing that has made 
his country what it is. 


INDEPENDENT REVENUE FOR THE 
GOVERNMENT 


Finally, the last object achieved by 
he new Constitution was the one for 
which Morris had striven in vain, an 
ndependent revenue for the new 
:entral government. Up to that time, 
dl through the war and during the 
ean years after the war, the central 
rovernment was supported, apart from 
he paper money and the loans from 
France and later from Holland, by 
'ontributions from the states, the so- 
'alled requisitions. The trouble was 
chat Congress “required” the states to 
support the Union, but that the requi- 
sitions were not honored. The one 
ndispensable need outside of the 
‘ontrol over interstate commerce was 
© secure for the Federal Govern- 
nent an independent source of rev- 
mue. 

While this explains the chief eco- 
10mic provisions of the Constitution 
et me call your attention to the fact 
‘hat while most of the points represent 
xclusive rights, willingly handed over 
y the states to the Federal Govern- 
nent, two of them were concurrent 
rrivileges. Of these commerce was 
me. For the Federal Government 
eceived only the right to control 
nterstate commerce, while intrastate 
'ommerce remained within the purview 
f the separate commonwealths. The 
econd concurrent privilege was the 
natter with which we have specifically 
o deal, revenue. While the Federal 
xyovernment was given an independent 
evenue, yet to only one thing did it 
lave an exclusive right, taxation in the 
orm of import duties. No state could 
mpose a customs tariff. In all other 
espects, as to which nothing was said, 
ve have to deal with concurrent rights 


of the states and the Federal Govern- 
ment. 

In the one hundred and fifty years 
that have elapsed since the adoption of 
the Constitution, the economic life of 
our country has developed into some- 
thing far different from that of the 
primitive community, the little agra- 
rian economy with a sprinkling of 
people on the seaboard, with no indus- 
try to speak of, and with nine people 
out of ten farmers. As a consequence, 
the Constitution has been molded, ei- 
ther by change, through the process 
of amendment, or by the ingenious 
method of interpretation. The very 
first thing that was done was when 
Hamilton persuaded Washington to 
accept the principle of a national bank. 
Had the Federal Government the 
power to charter a bank? “No,” said 
Jefferson, and repeated the Attorney- 
General, “There is no such grant of 
power in the Constitution.” Then 
Hamilton invoked the doctrine which, 
in the hands of Marshall, revolutionized 
conditions in this country, the doctrine 
of implied powers. Since that time the 
control of banking has become one of 
the concurrent powers of government. 
We have had and still have Federal 
banks, as well as state banks. 

In another respect also there has 
been a change. The states, learning 
by sad experience, after the yellow 
fever in Louisiana, after the cholera in 
New York, turned over to the Federal 
Government some of the control of 
public health, so that we now have a 
national quarantine and no longer, as 
before, a state quarantine. And so in 
other matters like bankruptcy, for 
instance, which do not come within our 
purview in this article. 


INVOLUNTARY STATE RESTRICTIONS 


There are only two points in which 
the powers of the states have been 
involuntarily restricted: the one, when 
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slavery was declared unconstitutional, 
and the other when the 18th Amend- 
ment was enacted. As to these points 
let me call your attention to the confu- 
sion that exists in so many minds today. 
We have been talking a good deal about 
governmental central rights, and state 
privileges. Until the 18th. Amend- 
ment, however, every extension of 
central power, interpreted in economic 
terms, had to do with production. 
Even slavery, from the point of view of 
the South, was concerned with produc- 
tion. The significant change in the 
18th Amendment, and the reason why 
it arouses so much opposition on the 
part of a growing minority in this 
country is that, for the first time in our 
history, the central power is extended 
to matters of individual consumption. 
That is the real reason why it is so 
resented. All other matters such as 
corporate control, power regulation, 
education, labor—all these deal, eco- 
nomically interpreted, with the ques- 
tion of production. In the 18th 
Amendment for the first time in our 
history the power of the central 
government was invoked to interfere 
with habits of consumption. This is 
essentially a return to medieval condi- 
tions, when government continually 
enacted its ill-chosen sumptuary legis- 
lation, deciding exactly what a man 
should or should not eat, drink, or wear. 
Modern life has brought us to the 
conception that there is something in 
the individual which should be sacred 
from such attacks. The endeavor to 
interfere with the personal habits of 
consumption is justified, if at all, only 
when, as in the case of opium, its 
continuance spells national disaster. 
No one can claim that temperance, 
that is a temperate use of drink or 
food, can lead to national disaster. 
We must draw the line sharply 
between production and consumption. 
In problems of production, such as 


factory laws, child labor, corporat: 
control, and the like, the minority wil 
always give way to the majority anc 
adjust itself to the prevalent opinion 
But in the matter of consumption th 
individual will never give up what hi 
considers his inherent rights as : 
separate being. We shall fail to reacl 
a proper basis for the discussion o 
national prohibition until we learn t 
distinguish between the field of pro 
duction, where a national minimum car 
properly be proclaimed, and the field o 
consumption, which it is utterly van 
to hope to regulate by the exercise o 
national powers. 


Factne FACTS IN A CHANGING ORDER 


But whatever may be the truth here 
the point which I desire to emphasiz 
is that our Constitution as originally 
framed was a simple expression of thi 
economic needs of the time. Haveyou 
ever reflected that the problems tha: 
confront us to-day are due to the fac 
that, when our Constitution wai 
adopted one hundred and fifty year. 
ago, economic conditions were differen 
from what they are to-day, and tha 
the constitutions of other Federa 
States, adopted under different eco 
nomic conditions, vary in importan 
particulars from ours? Why is it tha 
our neighbors across the border, 1 
Canada, have gottenalong about as wel 
as we do—certainly no worse—with ar 
absolutely opposed constitutional the 
ory? Our theory is that all powers no 
granted to the Federal Government ar 
reserved to the states and the peopl 
respectively. The Canadian theory 1: 
that all powers not expressly granted ti 
the states, or the provinces, are re 
served to the central government 
What the ordinary lawyer in this coun 
try still considers sacrosanct does no 
exist in Canada or in other parts of th: 
world. Take the Australian Constitu 
tion, take the South African Constitu 
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tion, and take, what is perhaps the 
most significant of all, the German 
Constitution, the new democratic, re- 
publican German Constitution forged 
as the result of the economic pressure 
of the Great War. What do you find? 
You find just the opposite of what you 
find here in the United States. You 
find things for which we are not ready 
and shall not be perhaps until we have 
another great war, an internal war. 
What would you think of a situation as 
in present-day Germany, where the 
central government has the power not 
only over marriage and divorce and 
labor and general legal conditions, but 
where all the important revenues are 
collected by the central government and 
then by it apportioned out to the states 
and localities? Conceive of that in this 
country! Yet, under the pressure of 
changing economic conditions, that 
was brought about in Germany be- 
cause the sole way of meeting the 
reparations, which were a Federal 
obligation, was by centralizing all the 
powers in the imperial government. 

What we need first and foremost is 
to rid ourselves of shibboleths, of 
prejudices, of prepossessions, the out- 
growth of conditions of a century and 
a half ago. ‘There is little use of say- 
ing, “We have got to obey the 
Constitution,” if in the Constitution 
there are imbedded regulations which 
no longer respond to actualities. We 
do not practice obedience to either the 
15th Amendment or the 18th Amend- 
ment. The only way to prevent us 
from degenerating into a lawless anar- 
chistic people, as is fast developing 
in this country, is to conform your 
fundamental law to your economic 
facts. You cannot change the eco- 
nomic facts. No individual can, no 
government can. The only wise thing 
is to change your fundamental law so 
as to be in harmony with the new con- 
ditions. 


TREND TowArp FEDERAL TAXES 
on WEALTH 


What is the application of this to 
the problem of state and Federal 
revenue? Let us consider the stages 
through which we have gone in adjust- 
ing ourselves to these changes in eco- 
nomic life. At first, as I have pointed 
out, there was no Federal revenue at 
all. The Federal Government was 
supported by the states, which had all 
the sources of revenue. Then came 
the present Constitution, inaugurating 
a situation which down to the Civil 
War was unaltered with the exception 
of the short periods of war and of 
preparation for war. Well-nigh all 
changes in finance and taxation are due 
to war. In fact, fiscal science is 
sometimes called a war science; it is 
only now becoming a peace science. 
Most of the fiscal changes that we find 
in this country up to recent years have 
been due to war or the fear of war. 

In the second period, which started 
in 1789, the Federal Government lim- 
ited itself with two exceptions to a 
single source of revenue, namely, from 
import duties, while the states and 
localities employed all the rest. The 
exceptions occurred when we were 
threatened with war with France and 
when we actually had war with Eng- 
land. At those conjunctures, because 
of thenecessity of securing morerevenue 
than was derived from the import 
duties, we find, first, internal indirect 
taxes, which under the Constitution 
must be uniform, and which were now 
levied almost exclusively by the Fed- 
eral Government. In the second place 
we find Federal taxes on wealth. 1 
shall not stop to recall that great fight 
in the Constitutional Convention as to 
the provision making the assessment of 
direct taxes depend not upon wealth 
but upon representative population. 
‘I want simply to call attention to the 
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fact that during these anxious times a 
real estate tax and an inheritance tax 
were adopted; and had the War of 1812 
lasted three months longer, we should 
have had the first income tax. For 
the Committee on Ways and Means re- 
ported in favor of an income tax; and 
although many of the framers of the 
Constitution were still living, there was 
not one who considered the income tax, 
in the constitutional sense, a direct tax. 
As soon, however, as the war was over, 
we find that all the powers of taxation 
save that exclusively reserved to the 
Federal Government, namely, import 
duties, were exercised solely by the 
states. For nearly half a century, 
there was a clear cut line of division 
between Federal and state revenues— 
import duties for the one, property 
taxes for the other. 

Then came the Civil War from which 
we learned a great lesson. Had the 
other forms of taxation been in exist- 
ence, had it been possible, in other 
words, to utilize an internal revenue at 
once and not wait a year and a half be- 
fore the new machinery could be put in 
order, we should never have had the 
fiscal troubles which we encountered 
during the war; and we should in all 
probability never have been compelled 
to issue the_greenbacks. As it was, we 
learned the lesson during the war, and 
by 187%, when all the war taxes had 
been abolished, we retained for the Fed- 
eral Government internal duties on a 
few articles such as whiskey, tobacco 
and beer. Thus the third period wit- 
nessed the utilization by the Federal 
Government not alone of import duties, 
but of internal indirect taxes, while the 
great domain of direct taxes on wealth 
was still reserved to the states. 

Finally came the changes brought 
about first by the economic develop- 
ment of the beginning of the 20th 
century, and then by the preparation for 
the Great War. We now find in Federal 


revenues direct added to indirect taxa- 
tion. First, we had the Corporation 
Tax of 1909, disguised for constitu- 
tional reasons under the name of the 
Excise Tax. Next came the movement 
by President Taft to head off the im- 
pending income tax by recommending 
a Federal inheritance tax; and, finally, 
just in the nick of time for the war, 
came the adoption of the income tax. 

As a result, we have entered upon 
the most recent period where the cen- 
tral government depends to only an 
insignificant degree upon import du- 
ties and to a slightly greater degree 
upon internal indirect taxes, but 
where it has come to rely principally 
upon direct taxes—the income tax 
and the estate tax. On the other hand, 
the states have not only kept the gen- 
eral property tax, but some of them 
have an income tax, more have an 
inheritance tax, and all have various 
forms of indirect taxes, such as taxes 
on transactions, on stock exchanges, 
and on certain raw products. They 
had, before the 18th Amendment, taxes 
upon liquor, and now they have al- 
most everywhere the gasoline tax. In 
other words, both the Union and the 
3tates have come to depend on what are 
_argely identical, or at least equivalent, 
sources of revenue—both direct and 
indirect taxes. This fact is responsible 
for most of our present-day problems. 
et me in conclusion call attention to 
the chief considerations which must 
guide us in approaching a solution of 
these problems. 


Apsustine Fiscal SYSTEM TO 
Economic Facts 


In the first place, let us face the 
situation as it is, and abandon the out- 
worn shibboleths. Let us talk no more 
af states’ rights; let us hear no more of 
the idea that certain revenues belong 
naturally to the states and that others ` 
belong naturally to the Federal Gov- 
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ernment. All this is belated. It be- 
longs to the infancy of economic and 
political thinking. In view of the 
economic situation as it exists, how can 
we adjust our fiscal system to the 
economic facts? Here we are fortu- 
nately exempt from the necessity which 
confronts Germany. We do not have 
to meet a crushing external obligation, 
which overshadows everything else. 
But still we are not exempt from the im- 
perious dictates of economic conditions. 
From that point of view there are three 
considerations that must guide us. 

First, the principle of adequacy: how 
much money is needed by the states 
and the local governments as against 
the Federal Government? Second, the 
principle of efficiency: which will work 
better under actual conditions, a state 
or a Federal tax? Third, and most 
important, the principle of suitability: 
which tax is best adjusted to the under- 
lying economic basis? 

As regards adequacy, we thought at 
one time that Federal expenses would 
soon be almost negligible as compared 
to those of either the states or the lo- 
calities and that the expenses of the 
Federal Government would continually 
diminish. But under war conditions 
and the aftermath of the war, it is 


_ different. At present we are spending 


y 


for the Federal Government much 
more than for the states and almost as 
much as for the localities. And the 
prospects of permanently reduced Fed- 
eral expenditures, in the four of the 
new methods of subventions to the 
states for roads and other things, are 
not especially bright. At all events, 
the problem of Federal finance once 
again looms large in actual fiscal life. 
As to efficiency, there has been a de- 
cided trend toward centralization. 
Many sources of revenue which were 
formerly local are now controlled by the 
states because of the greater efficiency 
of centralized administration. It is a 


familiar fact that the chief progress in 
state and local taxes has been made in 
those states which possess state tax 
commissions with more or less cen- 
tralized powers. And it is at least open 
to question whether up to a certain 
point at least the same considerations 
are not applicable to Federal taxation. 

This brings up, however, the question 
of suitability. There are, of course, 
certain taxes which ought always to 
remain state and local in character. 
The real property tax, for instance, can 
best be levied by local assessors... More- 
over, under the Constitution we can- 
not put a Federal tax on land because 
the tax would have to be assessed not 
on the value of the land, but according 
to the number of people in the state. 
If we had a direct tax on land, let us 
say in states like Massachusetts and 
Mississippi where the relative popula- 
tion is about in the ratio of two to one 
and the relative wealth in the ratio of 
seven to one, a tax on a farm of given 
value would be from three to four 
times as high in Mississippi as in Mas- 
sachusetts. A Federal real estate tax, 
accordingly, is economically impossible. 

Without, taking up all the other 
taxes in detail, it may suffice to call 
attention to the fact that there are cer- 
tain revenues, the source of which has 
developed from a local and a state 
basis to a national basis. Wherever 
an economic phenomenon which has 
become national in character is com- 
pressed within the mold of state con- 
trol, we find the emergence of the prob- 
lems of interstate income, interstate 
business, and interstate capital, which 
are vexing all of our commonwealths 
today. And when the conditions of 
ownership have transcended state lines, 
we have the additional problem of 
conflicting and overlapping state regu- 
lation, as in the modern inheritance tax 
with its duplicating, not to say tripli- 
cating, of burdens. 
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As to this, it is obvious that there 
is only one solution for such a problem. 
Where the economic basis has become 
national, the economic structure must 
perforce in the end be national. This 
does not necessarily mean that the 
revenue must be collected by the Fed- 
eral Government; but it does mean that 
at least the control must be centralized. 
All this talk about state rights and 
naturally reserved revenues is unavail- 
ing. It is bound to disappear before 
the facts. We have already accom- 
plished this result in one matter. The 
state taxation of national banks has 
been made uniform in this country 
because the decisions of the Supreme 
Court have enabled Congress to enact 
an appropriate law, which limits the 
activity of the states and which thus 
regulates the subject. We have not 
yet begun to approximate that result in 
the estate tax or the inheritance tax or 
the income tax or the corporation tax, 
but we are moving. 

It is impossible to think that a prac- 
tical nation like ours will continue for- 
ever to allow an out-worn political creed 
to interfere with business conditions 
and with justice in economic life. So 
far as the Federal and state revenues 
are concerned, what is slowly coming 
about, and what must of necessity come 
about in ever increasing measure, is a 


division whereby there will be left to 


the states and localities certain taxes 
which do not indeed politically belong 
to them but which for economic reasons 
are most suitable to them; and that 
there will be put under the control of 
the Federal Government, at first if 
possible through judicial decision, then, 
if that fails, through legislative regula- 
tion, and finally, if needed, through 
central administration, those sources 
of revenue which have a nation-wide 
economic basis, or which imperlously 
demand a uniformity of assessment and 
collection, in order to attain fiscal 
justice. 

There is thus one lesson to be learned, 
which can never be overemphasized. 
Let us no longer be guided by the law- 
yers who so often look backwards, and 
whose hands are tied by effete consti- 
tutional traditions. Let us no longer 
listen tó the politicians who weary us 
with their old slogans- and out-worn 
shibboleths. Let us study the actual 
economic conditions, and especially 
the ownership and distribution of 
wealth as among individuals and classes; 
for these are the things of fundamental 
importance. The sooner we adjust our 
fiscal relations, today so badly confused, 
to those underlying facts, the better for 
all concerned. Vainisthehope of those . 
who expect to stem the incoming tide 
and to roll back’the torrent of new and 
impending economic changes. 


Ways and Means Toward Equitable Adjustments 
of State and Federal Taxes 


By W. B. BuaLknap, M.A. 
University of Louisville 


HE problem as to what should be 
the sources of state revenue and 
what Federal is not new. Any school- 


boy knows that this question has been: 


a difficult one from the American Rev- 
olution until the present day; nor 
will we solve it here nor will anyone 
else solve 1t anywhere else before the 
millenium. What perhaps we might 
do would be to lay down some general- 
izations as to what is a proper practical 
division in certain particular cases, or 
we might state some underlying theo- 
ries, or we might do both, but the 
lasting importance of such pronouncia- 
mentos will be doubtful. What we 
may be able to do and I believe we 
ought to do is to try to discover a 
method of approaching these problems 
that will bring relief at: such times as 
relief is needed. | 

The relation of state government to 
Federal government is a dynamic re- 
lation and its problems cannot be 
solved once and for all any more than 
the problems of life itself are capable 
of definite and final solution. For a 
general statement of state and Federal 
relationship we cannot do better than 
to read the now ancient words of 
Madison: 


The powers reserved to the several 
States will extend to all the objects which, 
in the ordinary course of affairs, concern the 
lives, liberties and properties of the people, 
and the internal order, improvement and 
prosperity of the State.... By the su- 
perintending care of these (the States), all 
the more domestic and personal interests of 
the people will be regulated and provided 
for. With the affairs of these, the people 


will be more familiarly and minutely 
conversant. 


John Fiske, the historian, says: 

If the day should ever arrive when the 
people from the different parts of our 
country should allow their local affairs to be 
administered by prefects sent from Wash- 
ington and when the self-government of the 
States shall have been so far lost as that of 
the Departments of France, or even so far 
as that of the countries of England, on that 
day the progressive political career of the 
American people will have come to an end 
and the hopes that have been built upon it 
for the future happiness and prosperity of 
mankind will be wrecked forever. 


I believe these two quotations ex- 
press the real creed of most Americans 
to-day concerning state influence. But 
in practical application they do not 
help much when applied to actual prob- 
lems of state and Federal jurisdiction. 
Let’s try for a more realistic method of 
approach. 


Waat ARE THE PROBLEMS? 


First, we must definitely see what the 
problems are. We know already that 
a conflict exists. This conflict is often 
spoken of as “‘between the Federal 
Government and the states.” That is 
on the face of it a misnomer. It is a 
conilict between those who are gener- 
ally spoken of as “states rights people” 
and those who believe in a greater cen- 
tralization of power and activity at 
Washington. It sometimes becomes a 
conflict for jurisdiction between Federal 
officials and state officials. But we are 
all citizens of states and all citizens of 
the Federal Government and there is 
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no such thing as a federal government 
separable enough from the states to be 
in conflict with them. We cannot 
split ourselves into two citizens to 
fight against each other—one repre- 
senting the state citizen and one the 
Federal citizen. The conflict we are 
to discuss is then a conflict of ideas and 
of theories within the body politic. 
The general acceptance of the matter 
as a “Federal versus State” matter 
forces us however to accept this nomen- 
clature. 

What is not generally recognized is 
that many if not most of the difficulties 
that arise in this connection are really 
difficulties as much of state being in 
conflict with state as with the Federal 
Government. This is often confused 
with the conflict between the states on 
one side and the Federal Government 
on the other. Very often it is a three- 
sided fight—the states against each 
other and they against the Federal 
Government. Perhaps the clearest 
examples of the intricacies of this type 
of conflict are to be seen in inheritance 
and income taxation. 

When the death tax muddle was at 
its worst, as many as five different 
states might have claimed the right to 
tax one estate under certain given con- 
ditions. On top of this was the Federal 
Government tax one states. Theoret- 
ically the total taxes to be demanded 
from an estate might have reached a 
rate of something like 800 per cent. 
Furthermore, the tax laws of each state 
were different. The cost to the tax- 
payer of finding out what his taxes 
were was often more than the tax itself. 
It took waivers from seven different 
states to transfer one share of stock of 
a certain railroad from the estate of a 
decedent to a beneficiary. The settle- 
ment of an estate of any size could be 
and was often held up almost indefi- 
nitely by the questions arising from 


the settlement of the Federal tax. 


Three years was considered a normally 
short time within which to arrange the 
settlement of the Federal estates tax. 

In this situation there was, then, 
unjust and uneven multiplication of 
taxes, great expense of payment and 
inexcusable delay of settlement. Nor 
were these troubles confined to the 
settlement of large estates. The evil 
was a very real one for all estates con- 
taining any securities. It was as good 
an example of a shameless fight for 
sources of revenue as could well be 
imagined. The several states claimed 
jurisdiction enough for tax purposes 
over estates upon every conceivable 
pretext—and the Federal Government 
also claimed this jurisdiction. The 
natural result was confusion worse 
confounded. In the language of the 
cowboy it was as bad as possible and 
continually getting worse. It was 
state against state and the Federal 
Government against them all. Evi- 
dently something would have to be 
done. 


A. CONTROVERSIAL SUBJECT! 


Professor Seligman has suggested as 
a solution that we abolish all state 
inheritance taxes and leave the whole 
matter to the Federal Government.! 
When I first tackled the problem I was @ 
fully convinced that this was the right 
solution. If, like a late magistrate of 
Louisville, I had shut off discussion at 
that point I should have saved myself 
much puzzling thought and much 
mental worry. This said magistrate 
in a certain case informed the lawyer 
for the defense when he arose that he 
could sit right down, he didn’t want to 
hear any more. He had heárd the 
plaintiff and made up his mind and it 
only confused him to hear both sides of 
the question. IJ think at times we have 
all felt the same way whether or not we 
have been honest enough to admit it.~ 

l See p. 1. 
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Later, when I had studied the states’ 
ide of this question for a couple of 
rears, I turned the other way around 
ind stood side by side with the gentle- 
nan from Rhode Island, Governor Bliss. 

In the first place, I saw that from a 
ractical point of view it was going to 
xe a political impossibility to get 
through a constitutional amendment 
‘forcing the states to relinquish the 
1ecessary power to the Federal Govern- 
nent. In the second place, if there was 
one logical branch of the government 
to collect this tax, it was the branch 
that had jurisdiction over the settle- 
ment of estates of decedents—namely, 
the state government. And again, 
there were certain states whose finan- 
cial development had been such as to 
make this tax an essential part of their 
revenue. It was not an essential part 
of the revenue of the Federal Govern- 
ment. The states controlled the proper 
machinery of collection, t.s. the pro- 
bate courts. Again, they had no avail- 
able substitute for the yield from this 
Lax as a source of revenue. 

Those who advocated the Federal 
Government as the sole collector of 
death taxes usually favored a nebu- 
lously stated return of part of the 
money to the states. They were never 
able to offer a satisfactory formula for 
just how the share going to the states 
was to be apportioned. Were taxes 
from real estate to go to the state of 
situs; taxes from securities, partly to 
the state of domicile, partly to the 
state of incorporation, and partly to 
the state of situs of the property of the 
corporation? A mere reading of these 
questions will show how impossible it 
would be to answer them satisfactorily. 
By turning the collection over to the 
Federal Government, these questions 
would not really be settled; they would 
simply be transferred to a different 
battlefield. They would cause log 
rolling and bickering in Congress be- 


tween states for all time to come. 
Each state would be forever jockeying 
to get more of the proceeds. 

The impossibility of abolishing the 
state taxes was evident, but so was the 
impossibility of having the chaotic 
condition of this tax continue. It 
looked at this time as though the 
proper solution was the reform of the 
state taxes and the abolition of the 
Federal tax. 

Then came the disturbing element 
which so often enters into these prob- 
lems of jurisdiction—cut-throat com- 
petition between the states. Florida, 
in an effort to advertise the fact that 
she had no death taxes, passed what 
was under the circumstances an almost 
meaningless , constitutional amend- 
ment. It simply said she never would 
have. Certain other states followed 
suit or were preparing to follow suit. 
Very evidently this establishment of 
havens of refuge for the rich would 
take most of the yield from the inherit- 
ance tax in those states that were de- 
pendent upon the revenue. Very evi- 
dently the states were not going to 
yield to the Federal Government sole 
power in death taxes; Florida was not 
going to be enthusiastic about any plan 
which robbed her of this pet publicity 
item. States dependent on this source 
of revenue, like New York, could 
hardly be expected to do so. That 
solution on the face of it was out of 
date. Equally true was it that simply 
abolishing the Federal estates tax 
would not have helped the evil of the 
overlapping state taxes. It would not 
have cured the newly recognized evil 
of unfair competition for wealthy resi- 
dents but would have aggravated it. 


SETTLING Lygerrrance Tax 
PROBLEM 


It was at this juncture that President 


Coolidge suggested to the National 
Tax Association that it call a confer- 
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ence in Washington. Delegates came 
from most of the states and from a 
number of the universities. The Pres- 
ident himself addressed the assem- 


blage and so did a number of members ° 


of the Ways and Means Committee of 
Congress. The difficulties of the situ- 
ation were thoroughly pointed out and 
a committee was appointed to work on 
these problems. This committee drew 
up a model law for the states, it co- 
operated with the Ways and Means 
Committee in working out a reasonable 
rate for the estate tax and suggested 
the present eighty per cent deduction 
from the Federal estates tax for state 
inheritance taxes paid and urged upon 
the states that they do away with the 
non-resident taxes. 

The fixing of the Federal deduction 
in such a way as to allow the states to 
take a fair tax without penalizing 
estates, has tended to standardize 
state rates; and whether or not rates 
are standardized among the various 
states, estates of the same size will in 
most cases pay approximately the same 
tax regardless of whether the former 
owner was a resident of Florida or of 
New York. This solution has left the 
states the right of self-government, but 
above all it has prevented the con- 
fusion that was bound to result from 
the unfair competition for the favors of 
wealthy residents. 

Along with the Federal deductions 
allowed for state taxes has come a very 
gratifying response to the demands 
that the non-resident taxes of the 
states be either eliminated or made as 
unobjectionable as possible. This re- 
cent adoption of more intelligent laws 
with regard to non-resident estates has 
come largely in response to the efforts 
of Senator Edmonds. Along with this 
the courts have thrown out some of the 
objectionable acts, and those of us who 
have been interested in the subject feel 
greatly encouraged at the outlook, 


We feel that state inheritance taxes 
have been reserved for those states 
that need them; that the Federal 
revenues will benefit in the cases of 
states who do not; that a mild coercion 
on the part of the Federal Government 
bids fair to serve our purpose; that we 
are using intelligent means of settling 
the conflict instead of resorting to the 
Club of Centralized Power. 

The reasons for going so extensively 
into a subject not of supreme interest to 
everyone generally, is that the methods 
used in this case of the inheritance tax 
muddle can well be used in other 
cases of conflicting jurisdiction between 
the various states and between them ~ 
and the Federal Government. This 
method will not, of course, be infallible 
—nor is it always applicable. In 
cases where states persist in unfair 
competition, whether in bidding for 
incorporation fees or for divorce pro- 
ceedings or for sources of revenue, it 
will become necessary—after all other 
means fail—to centralize in the Federal 
Government the power requisite to 
bringing order out of chaos. 

Where a reform sought is one in 
which honest differences of opinion 
occur in different states or different 
sections either as to aim or methods, 
then each state or each section should 
be allowed to work out its own salva- 
tion so long as it does not trespass too 
severely upon the rights of the other 
states. And we should not force upon 
the country the supposed cure-all of 
centralization of power. 

Most problems of jurisdictional dis- 
pute over which there is much discus- , 
sion belong to one or more of three 
classes; either 

(1) where there is general agreement 

between the states and the Fed- 
era] Government as to the object 
sought, but where the mechani- 


cal means of accomplishment -. 


are difficult, or 
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(2) in the class arising from unfair 
competition between the states, 
or 

(3) in the class of problems arising 
from some sections of the coun- 
try or of some groups trying to 
force their ideas upon other 
sections or groups by means of 
centralization of power. 

There will always be, of course, a 
number of border-line cases. Reforms 
of the first class, where there is agree- 
ment of aim, lend themselves to the 
conference method of solution most 
easily. The same method may in 
many cases find ways of overcoming 
unfair competition by convincing the 
offending states of the errors of their 
ways. Again, the conference method, 
by turning on the light, is very apt to 
make it evident whether or not the 
discussed reform is one that had better 
be left to the states themselves. The 
borderline cases will be the most diff- 
cult to deal with. 

The problems of jurisdiction with 
relation to sources of revenue funda- 
mentally differ but little from other 
problems of jurisdiction. In many of 
these problems—as in inheritance tax- 
ation—there is no one right solution. 
If we try to be fair and at the same 
time practical we are bound to com- 
promise. If through centralization of 
power we force upon the country the will 
of either a tyrannical majority or of a 
powerful and determined and over- 
reaching minority, we are either going 
to choke the genius of local self-govern- 
ment or we are going to cover up 
smouldering fires that will eventually 
destroy our union. Compromise is apt 
to be best achieved by friendly confer- 
ence of those interested. 

As I have said before, my idea is that 
what we should be interested in is not 
just tagging certain sources of revenue 
as belonging to the Federal Govern- 
ment or the state governments—not in 


just allotting certain jurisdictions theo- 
retically to one or the other—but that 
we suggest some intelligent method of 
attacking such problems, each on its 
merits, and according to its peculiar- 
ities. I have described the method 
used recently in inheritance taxation. 
This is not the only way such things 
can be done. But it looks promising. 


Alp or NATIONAL ORGANIZATIONS 


It will pay us to note the growth in 
importance of the Governors’ Confer- 
ence, of the National Tax Association, 
of the Committee on Uniform State 
Laws, of the Law Institute, the League 
of Women Voters and of the legislative 


‘committees of such bodies as the Amer- 


ican Banker’s Association, the American 
Medical Association, the National 
Education Association, the National 
Conference on Social Work, the Na- 
tional Highway Conference and the 
National Real Estate Association, and 
other similar bodies. 

The Governors’ Conference meets 
every year and gives the state execu- 
tives a chance for friendly discussions 
of their public troubles and explana- 
tions of their aspirations for their 
states. 

The National Tax Association has 
an annual conference. It is composed 
largely of state officials—but also con- 
tains all of those enough interested in 
public finance to attend its meetings. 

The Committee on Uniform State 
Laws is made up of delegates from 
each state appointed by the governor 
of the state and works in connection 
with the American Bar Association. 
It has accomplished much but its work 
is little more than started. Much of 
its work is naturally quite technical in 
character, ¢.g., the now generally ac- 
cepted Negotiable Instruments Act. 

The Law Institute, also a child of the 
American Bar Association, is engaged 
upon a re-draft of the common law that 
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will tend to bring about state uniform- 
ity of interpretation of the common 
law. The importance of this can 
hardly be exaggerated. 

Recently we had organized a very 
significant body—the American Legis- 
lator’s Association. This body is com- 
posed of delegates elected by the 
legislators of each state. It is to meet 
annually at the same time and place 
as the American Bar Association. 
Among other things, it plans to work 
with the Committee on Uniform State 
Laws. The first meeting was in Den- 
ver this summer. Anyone who has 
ever served in a legislature has seen the 
carelessness with which most legisla- 


tion is prepared for passage. In fact,’ 


when one realizes the lack of consider- 
ation given to the larger aspects of 
most bills, it becomes evident what a 
great influence for good is possible to 
such an organization as the American 
Legislator’s Association. 

I do not predict but I do suggest and 
hope that out of this wealth of organi- 
zation may grow a more formal and 
more powerful body;—a body for 
conference and compromise—perhaps 
official, perhaps semi-official—that, 
working through functional committees 
much as the Inheritance Tax Commit- 
tee worked, shall use intelligence and 
accumulated experience and knowledge 
in solving these problems of jurisdic- 
tion. Such a body would give atten- 
tion perhaps to general theories but 
largely as these were necessary to solve 
specific problems. It would give the 
states a chance to pass intelligent laws 
carefully drawn up and openly dis- 
cussed in friendly conference. 

This would preserve to the states the 
freedom of action that has allowed 
them to remain a union in spite of 
widely differing traditions, populations 
and institutions. It would avoid the 
destruction of the genius of self-govern- 
ment within the states and would 
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preserve state governments for the 
time when our population has grown 
to the point where some sort of integra- 
tion would be an absolute necessity. 
And this latter is a very important 
consideration. 

Some people feel that we are already 
overorganized for Reform with a 
capital R. Arthur Guiterman has 
expressed this most ably in a poem 
entitled 

DAMMING THE MISSOURI 

Once a company of Beavers in their engi- 
neering fury 

Took a notion that their mission was to dam 
the Big Missouri: 

Under Consecrated Leaders they assembled 
in Convention 

For the instant prosecution of their laudable 
intention. 

They were able hard wood biters, they were 
doughty timber topplers, 

And they beavered down the willows and 
they felled the heavy poplars, 

And they laid them to the riffle and were 
very, very clever, 

They were brilliant! Yet the river paid 
them no regard whatever 

But through barrens dry and sandy, or 
through marshes wet and drippy 

Went on flowing, flowing, flowing to the 
Mighty Mississippi. 

When we try to curb the surges of unchang- 
ing human nature, f 


Or to quench a conflagration by an act of ' 


legislature, 

Or to stem a revolution by the words of 
quiet thinkers, 

Or to hold religion static in a martingale 
and blinkers, 

Or to tum the silent current of continuous 
creation, 

Or to cork the effervescence of a rising gen- 
eration, 

Or to stop the zealous doctors from invent- 
ing new diseases, 

Or to keep a wife from doing just exactly 
what she pleases, 

We are every bit as crazy, as Pll prove to 
any Jury, 

As those enterprising Beavers when they 
dammed the Big Missouri. 
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Perhaps this is an ageof organization, 
of over-organization. It is, however, 
the duty of those of us interested in 
maintaining our government on the 
highest plane to work through our 
own particular organizations for intel- 
ligent solutions of vexing problems and 
not allow this or that body, organized 
for selfish or emotional propaganda, to 
stampede legislatures and Congress into 
a stupidly wholesale centralization of 
power. I believe we should seriously 
consider the advisability of working 


toward some such conferential body as 
I have suggested. A formal body half 
way between Congress and the legisla- 
tures, a liaison organization capable 
of collecting data and making dispas-. 
sionate investigation and recommenda- 
tions, could be of tremendous value 
in preventing undue centralization of 
power and in maintaining the priceless 
heritage of our present state govern- 
ments. It would solve our problems 
by intelligence rather than by propa- 
ganda and force. 


Federal Co-operation in State Sources of Revenue 


By Hon. Marx GRAVES 
Commissioner, New York State Tax Department 


SING my own experience in public 

life and what 1 have observed 
therefrom as a guide, the first thought 
that comes to me in relation to the 
subject of Federal and state sources of 
revenue is this: The founders of our 
government seem to have planned it 
this way, that things which were of 
national importance should be func- 
tions of the national government; that 
those which were of state import 
should be functions of state govern- 
ment, and those which were concerns 
of localities should be functions of 
localities. We raise taxes to pay the 
cost of government, and the cost of 
government in the aggregate for a 
specified group of municipalities, 
whether they be local municipalities 
or states, or the cost of the national 
government itself, depends upon the 
functions which those different gov- 
ernmental units perform. 

Professor Seligman has developed the 
thought that in the past one hundred 
and fifty years great and powerful 
forces have been operating in this 
country, that our country has changed 
from one where primitive conditions 
existed to one which is highly developed 
in an industrial, social and economic 
sense.: The change from primitive 
conditions to a highly organized state 
has naturally brought about, first, a 
multiplication of governmental func- 
tions, and second, a shifting of them. 
At the bottom of the scale, we find 
local governments exercising functions 
today which in the beginning were 
matters of private concern. I refer to 
charity, education, and a lot of kindred 


1 Jee p. 1. 
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subjects. Things which formerly were 
of local concern, and therefore local 
functions, and paid for by the localities, 
have become state functions, many of 
them. Some of them have even grown 
into matters of national importance. 


SHIFTING Process IN GOVERNMENT 


The point I wish to make is that 
functions of government are continually 
and constantly changing and that as 
they shift and change revenue require- 
ments change with them. The pro- 
posal to assign to the Federal Govern- 
ment certain sources of revenue and to 
the states and their localities other 
objects of taxation, makes a plausible 
appeal to one’s reasoning. It would be 
a desirable thing to do if it could be 
done in such a way that each taxable 
ability would contribute toward the 
aggregate cost of government in this 
country on a relatively equal basis. 
Frankly, I think the proposal is too 
idealistic, and J am convinced that it is 
wholly impractical for a variety of 
reasons. 

The national government should not 
be limited or restricted in times of war 
and during periods of payment of war 
debts. It is just as essential that the 
Federal Government have the power 
to marshal the revenue resources of 
the country in times of national emer- 
gency as it is to command the indus- 
trial, financial and man power of the 
country. And when a war ends, it is 
equally important that the national 
government have the authority to 
raise by whatever means is best the 
revenue necessary to pay the war debt. 

The constant shifting of individual 
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efforts for the common good to the 
sphere of governmental activity, and 
the transition of local functions to the 
position of state and national concerns, 
make it impossible to adopt any segre- 
gation of sources of reyenue either per- 
manently or temporarily for any con- 
siderable number of years. 

Even though this shifting process 
did not occur, there is no assurance 
that yields of revenue from assigned 
sources would increase in substantially 
the same proportion as the activities 
of the different governmental organiza~ 
tions increase. 


Securing ADEQUATE REVENUE 
The outlook is that for the next few 


_J decades the most difficult problem in 


government finance will be that of 
securing adequate revenue for Ameri- 
can municipalities. They now have 
but one main reliance—the tax on 
property. And they can ill afford to 
have assigned to the national govern- 
ment for its exclusive use any source of 
revenue of high productivity, as, for 
instance, the income tax. It seems 
clear that in the older states, highly 
organized industrially and socially, the 
design must be for the state to take 
over some of the local functions and 
. finance them, or devise means of rais- 
ing revenue on a state-wide basis, and 
then distribute it to the localities. 

I think we may agree that a revenue 
law which can be administered nation- 
ally but which cannot be administered 
by smaller units is a proper source of 
revenue for the Federal Government; 
and, conversely, that a revenue law 
which can be properly administered by 
local governments but not by the 
national government should be a source 
of local revenue. 

The Constitution gives, as it should 
because of the impossibility of adminis- 
tration by states and localities, to the 
o Federal Government the right to lay 
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duties on imports. The direct tax on 
property, while not specially reserved 
to the states and their localities, has 
in actual practice, except in isolated 
cases, been recognized as a source of 
state and local revenue, and for practi- 
cal reasons is not available as a source 
of national revenue. This, in my 
opinion, is as it should be. Likewise, 
the states have generally left the field 
of indirect taxes on specified articles and 
luxuries to the Federal Government. 
And this has undoubtedly been wise 
procedure. 


Income AND ÍNHERITANCE Tax Fup 


The two sources of revenue now 
utilized by the Federal Government and 
to a considerable extent by state gov- 
ernments are the income taxes on indi- 
viduals and corporations and the in- 
heritance tax. It seems then that any 
proposed division of sources of revenue 
would be likely to revolve around these 
taxes. 

The suggestion has been made that 
the states abandon to the Federal 
Government the: income tax field and 
that the Federal Government release 
to the states the inheritance tax field. 
Tam convinced this would be an unwise 
and inequitable division. Income as 
a source of taxation has great revenue- 
producing possibilities. I am con- 
strained to believe that we may obtain 
in this country as much or more revenue 
from this source than we have from the 
direct tax on property. Except in 
times of war and in the periods when 
war debts are being paid, the need of 
the states and of. their localities for 
revenue is greater than that of the 
Federal Government. Indications are 
that local demand will increase at an 
accelerated rate. If then this great 
source of revenue is given exclusively 
to the Federal Government, it is en- 
tirely likely to happen that those taxed 
on this base will be taxed relatively 
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lower than those taxed on their proper- 
ties for the support of state and local 
governments. 

The inheritance tax has not the 
revenue-producing possibilities of the 
income tax. If that field of taxation 
were abandoned by the Federal Gov- 
ernment, the revenue possible to be 
derived by the states would be incon- 
sequential in comparison with actual 
needs and requirements. 


FEDERAL GOVERNMENT AND ESTATE 
Tax Fre cp 


One of the writers in this volume has 
alluded to the Federal Estate Tax. 
He takes the position advocated by 
many others, that the Federal Govern- 
ment should retire from the estate tax 
field. I agree with Governor Bliss 
that the states have a higher legal and 
moral claim to this source of revenue 
than has the Federal Government, but 
I differ with him on the desirability of 
having the Federal Government with- 
draw. 1 differ for very practical 
reasons. We must recognize that in 
the inheritance or estate tax we have a 
tax which is levied but once during the 
lifetime of an individual. We should 
realize that in this country state inher- 
itance taxation is in a chaotic condition. 
There is utter lack of uniformity; 
states have been striving apparently 
one to outdo the other in their efforts 
to reach all of the property over which 
they can claim any right to levy a tax. 
To remedy that sort of a situation we 
all agree that intangible personal prop- 
erty of a non-resident decedent should 
not be taxed; or, to state it conversely, 
that the decedent’s intangible hold- 
ings should be taxed only in the state 
of his residence, meaning the state 
of his residence at the time of his 
decease. e. 

Statistics show that about two-thirds 


* See p. 21. 


of the assets of taxable estates consist 
of intangible personal property, at 
least that is what our statistics in New 
York show. So we have the condition 
that, if we bring sense into our state 
inheritance tax statutes, the decedent’s 
estate will be taxed at least in respect 
of two-thirds of the assets in the State 
of which he happens to be a resident 
at the time of his death, without refer- 
ence as to where he may have lived all 
the other years of his life, or to what 
influences he owes the accumulation of 
his wealth. Many of us believe that 
the inheritance tax is a good tax; it is 
found in all democratic countries. It 
plays a rather prominent part in the 


social and fiscal plans of all civilized __ 
countries. ‘Therefore some of us be- F 


lieve that the Federal Government 
should remain in the estate tax field in 
order that we may preserve this very 
good tax. You may say, “Why is it 
necessary for the Federal Government 
to remain in this field in order to pre- 
serve this tax?” 

Well, I will tell you, very briefly, 
why, as we see it. A few of our states, 
Florida, Alabama, Nevada and the 
District of Columbia, have no inher- 
tance tax statutes of any kind. They 
offer havens of refuge for people of 


great wealth; by the simple expedient ;- 


of taking up their residence there, they - 


can avoid any inheritance tax at the 
time of death. Keep in mind that this 
is a tax that is not paid annually, but 
paid once during a lifetime. A man, 
after accumulating a vast fortune, 
might select one of these havens of 
refuge in his latter years, and thereby 
avoid all inheritance taxation if the 
Federal Government should retire from 
the field. 

Now if this is a good tax, if it is 
desirable that we secure some substan- 
tial amount of revenue from this source, 


we are justified, I believe, in adopting - 


practical methods of preserving it. 
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The person who accumulates a fortune 
or who acquires any substantial amount 
of property does not do it because of 
the laws of any particular state; he is 
enabled to do so by the opportunities 
which the laws of all of the states and 
of the national government itself afford 
him during his lifetime. If we could 
successfully impose an inheritance tax 
upon the estate of a non-resident de- 
cedent, representing his investment in 
property within the several states—if 
that were practical of accomplishment 
—we might very well say that if the 
State of Florida does not wish to im- 
pose an inheritance tax that is her 
business and no concern of ours, and is 
no reason why the Federal Government 
should remain in the inheritance tax 
field. But the converse of that is true. 
If we are to have sensible inheritance 
tax legislation in this country, we must 
tax real property, in the state where it 
is situated, tangible personal property 
in the state where it has a situs, and all 
other personal property at the residence 
of the decedent, at the place where 
he resides at the time of his decease. 
It is for these very poorly stated 
reasons which I have enumerated and 
others which space does not permit me 
to state that some of us believe the 
Federal Government should remain in 
the inheritance tax field and with the 
eighty per cent credit provision as now 
contained in that statute. 

Someone may say, as Governor 
Bliss indicated, that the effect of such 
a law will be to excite and persuade 
states to take advantage of the eighty 
per cent provision. My honest con- 
viction is that if that is done and if 
that state has no need for the revenue 
which it receives, it will find, if it 
surveys its tax system and the tax 
systems of the local governments within 
the state, places where taxes may be 
reduced, and this excess revenue used 


`~ to take up the slack. 


All this talk about the usurpation by 
the Federal Government of the taxing 
power of the states, of using a club to 
force states to have inheritance tax 
laws, and of state rights in this relation 
is just plain unadulterated pifile. 

The point at issue is: shall we break 
down inheritance taxation in this 
country? Active and apparently pow- 
erful influences are at work to accom- 
plish that end. They are opposed to 
this tax for very selfish reasons. They 
know that if they can bring about the 
repeal of the Federal estate tax, rivalry 
and competition between the states 
will whittle the revenue from this source 
down to almost nothing. If that 
could be done without shifting the def- 
icit to the shoulders of already over- 
burdened realty and income (personal 
and corporate) taxpayers, we would 
welcome the plan. But when we see 
that the result would be to place 
heavier tax loads on the farmer, the 
home owner, the rent payer and busi- 
ness of every description, we are im- 
pelled to voice opposition to the 
“scheme” and I use that word ad- 
visedly. Of course many of those who 
favor the repeal of the Federal estate 
are well intentioned. They are carried 
away by the “states” rights,” or some 
similar argument and are just being 
used by those who have selfish interests 
at stake. 


PROBLEM OF COMING GENERATION 


As I have said, the problem of this 
and the next generation will be that 
of financing our local governments. 
Local governments now receive almost 
all their revenue from a tax on property 
—and when I say a tax on property, I 
mean real property, almost entirely 
real property. Moreover, as I see 
the situation, functions of local govern- 
ments will increase and grow more 
rapidly in the next generation than 
will the functions of the state and 


Why Federal and State Bases of Taxation Should Be 
Separate 
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SHALL speak from the standpoint 

of a state tax official, and shall en- 
deavor to indicate some of the difficul- 
ties which we now have because the 
Federal Government and the states 
are using the same tax bases from 
which to derive a part of their revenue; 
and I shall call: attention to others 
which seem to me to be imminent, and 
which I think will soon be upon us 
unless proper steps are taken to avoid 
them. 

We are all familiar with the situa- 
tion with respect to our inheritance and 
estate taxes. Conflicting jurisdictions, 
a lack of uniformity in the laws of the 
several states and the Federal Govern- 
ment, a tendency on the part of some 
to use this method of taxation for the 
purpose of influencing the acquisition 
and determining the distribution of 
wealth rather than as a measure for 
raising revenue, and the attempts of 
others to impose this tax upon all the 
property that can possibly be reached 
regardless of the residence of the de- 
cedent, the situs of the property, or 
the equities involved—all these have 
brought about a situation which leads 
many of our citizens to regard this old 
and formerly respectable tax not as a 
tax at all, but as an added terror to the 
pangs of dissolution. 

The first application of this form of 
taxation in the United States was by 
the Federal Government in July, 
1798, about eighteen years after its 
introduction in England. Pennsyl- 
prania, twenty-eight years later, or in 
1826, was the first state to impose an 
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inheritance tax. The other states 
followed at varying intervals until 
practically all of the states imposed 
some kind of an inheritance or estate 
tax. I mention these facts merely to 
call your attention to the circumstance 
that the Federal Government was 
first in this field of taxation and was 
followed by the states. 

It is also a fact that the Federal 
Government abandoned this form of 
taxation for a considerable period, 
and, before it seriously reéntered this 
particular field, inheritance and estate 
taxation had become an important 
element in the fiscal policy of many, 
of the states. Inheritance and estate 
taxation is now highly developed and 
a very important factor in the revenue 
systems of a great majority of the 
states. Under these circumstances it 
is natural that the states should con- 
sider this field of taxation as pecul- 
iarly their own, and should look upon 
Federal activity therein as an en- 
croachment upon their rights. Techni- 
cally, of course, this view is not cor- 
rect; there is no question as to the 
legal or constitutional right of the 
Federal Government to employ this 
form of taxation; but as the states have 
developed this tax in many imstances 
to a high degree, and as the Federal 
Government had apparently decided to 
abandon it altogether, or at the most 
intended to use it only as an emergency 
measure, there is a certain justice in 
the claim of the states that this field 
should be left entirely to them, and in 
this I heartily concur. 
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FEDERAL ADMINISTRATIVE 
DIFFICULTIES 


I have never considered inheritance 
or estate taxation a proper field for 
the Federal Government, and so far as 
I have been able I have always opposed 
1t. There are difficulties of adminis- 
tration which seem to me insuperable, 
because of our wide geographical ex- 
tent, the uneven distribution of 
wealth, and the great dissimilarity in the 
economic organization and social life 
of the different sections of our country. 

It is by no means an easy matter to 
frame an inheritance or estate tax law 
that will give satisfaction even within 
the comparatively restricted jurisdic- 
tion of a state. To formulate a Fed- 
eral law that will not be unpardonably 
sectional and at the same time be sim- 
ple enough to be practical from the 
standpoint of administration, is ex- 
tremely difficult. 

As an illustration of the difficulty of 
applying the same law to two widely 
separated states differing materially in 
their ecomomic and social organization, 
I will cite Rhode Island and Mississippi. 

In 1916 Rhode Island passed an es- 
tate and inheritance tax law. This 
law has operated with a marked degree 
of success up to the present time. The 
amount of revenue raised is adequate. 
The rates, with two or three minor ex- 
ceptions, are the lowest, I think, im- 
posed by any of the states, and the 
exemptions are comparatively high. 
There has been practically no liti- 
gation, and the cost of administration 
has been low. 

This Rhode Island law was copied 
almost verbatim by Mississippi. The 
rates were increased somewhat and the 
exemptions lowered, and there were 
minor changes made in the officials 
administering the law, but there was 
no change in theory or the fundamen- 
tal principles involved. I have reason 


to believe that the administration was 
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intelligent and energetic, but the law 
was a failure in Mississippi. It did not 
produce sufficient revenue, it was ex- 
tremely unpopular, there was a great 
amount of litigation, and the law was 
finally repealed and replaced by another 
based upon an entirely different plan, 
which I understand is working fairly 
satisfactorily. 

It is, of course, necessary to appraise 
the property of all estates coming under 
the provisions of the Federal estate tax 
law. So far as stocks and bonds with 
a wide market are concerned this is a 
simple matter, but when real estate, 
tangible personal property, the securi- 
ties of close corporations, partnership 
interests, receivables and simuar values 
are Involved, a proper appraisal can be 
made only by those familiar with the lo- 
cality and the several classes of property 
passing, and they must also have a sub- 
stantial and comprehensive knowledge 
of business and social conditions in the 
particular locality in which the property 
and business happen to be situated. 

If these conditions are to be satis- 
factorily met it will require a very con- 
siderable number of appraisers, and 
their sphere of usefulness will be nec- 
essarily limited. It is impracticable 
to maintain any such corps of apprais- 


ers, and consequently the valuations ' 


in many instances are bad. Accu- 
racy of valuation must necessarily be 
sacrificed to economy of administration. 
Furthermore, if the taxpayer feels him- 
self injured and that it is necessary for 
his protection to appeal to the courts, 
he finds litigation very expensive, and it 
frequently happens that he submits to 
what he considers a rank injustice rather 
than meet the cost of such litigation. 

I shall not further trouble you with 
specific objections to the Federal es- 
tate tax from the adniinistrative stand- 
point. It is worth noting, however, 
that the revenue yield is compara 
tively small, and it will not seriously 
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deplete the Federal treasury 1f this 
source of revenue is abandoned. On 
the other hand the receipts from es- 
tate and inheritance levies form an im- 
portant part of the revenues of many 
states, and cannot be foregone without 
throwing out of adjustment their sys- 
tems of taxation. 


Eieuty Per Cent Crepit CLAUSE 


In addition to the foregoing there is a 
much more objectionable feature of the 
estate tax provision of the Federal Rev- 
enue Act of 1926—an unsound, dan- 
gerous principle, it seems to. me—the 
eighty per cent credit clause, as it is 
generally called. ‘This clause provides 
in substance that the amount of estate 
and inheritance taxes assessed by and 
paid to the state may be used by the 
taxpayer as a deduction against the 
Federal estate tax up to eighty per cent 
of the amount of the Federal tax. 

The effect of this provision is appar- 
ent. Unless the several states adjust 
their rates to conform to the Federal 
rates, and thus impose a tax equal to 
eighty per cent of the tax imposed by 
the Federal Government, the states will 
lose the difference between the amount 
they assess and eighty per cent of the 
Federal levy, with no resultant saving 
to the taxpayer. In any event the 
taxpayer pays an amount at least equal 
to the amount of the tax assessed by the 
Federal Government; it is merely a 
question of distribution. It is imma- 
terial to the taxpayer; his contribution 
is not affected. 

Whatever may be the avowed pur- 
pose of this clause, and no matter how 
sincere its framers and advocates may 
be m claiming beneficial results to 
be brought about through interstate 
comity (and these claims have been 
justified to a certain extent at least), the 
fact remains that the states have been 
coerced or cajoled into altering exist- 
ing or enacting new laws to protect 


themselves against, or to take advan- 
tage of, the eighty per cent credit clause. 

I am very much in favor of interstate 
comity and uniformity, within limits, 
in estate and inheritance tax laws, for 
I believe that many of our present 
troubles, annoying delays, multiple 
taxation, excessive combined rates, and 
the necessity for filing numerous com- 
plicated returns, will be very substan- 
tially reduced if not entirely eliminated 
by hearty co-operation between the 
states. [ am convinced that uniformity 
in principle, uniformity in determining 
the situs for taxation of the various 
classes of intangible property and such 
matters, will be beneficial, but from 
such experience as I have had and such 
investigations as I have been able to 
make I am not convinced that uni- 
formity in rates is either desirable or 
feasible. The conditions prevailing in 
the several states are so diverse that if 


- the same rate happened to fit exactly 


the situation in several widely sepa- 
rated states it would be nothing more 
or less than a remarkable coincidence. 

The Rhode Island law was amended 
to conform to the Federal rates in 
order to take advantage of the eighty 
per cent credit clause. It was nec- 
essary to increase the rates in the upper 
brackets approximately five hundred 
per cent and it was estimated that the 
revenue from this source would thus be 
increased approximately three times. 
This increase was not needed by the 
state, and would have thrown our 
whole revenue system out of adjust- 
ment by the imposition of an unneces- 
sarily high capital levy, but we took 
care of the anticipated increase by 
providing that all revenue received 
beyond that which our former rates 
(with very slight changes) would 
produce should ,be set aside for spe- 
cific purposes. I may say parentheti- 
cally that this estimated increase in 
revenue has not yet appeared. I do 


24 


not know whether this is due to the 
fact that the new rates have not been 
in operation for a sufficient length of 
time to demonstrate what they will do, 
whether our calculations were incor- 
rect, or whether our multimillionaires 
neglect or refuse to die in accordance 
with our experience tables. 

So far as Rhode Island was concerned 
the purely fiscal consideration involved 
was not serious. There is, however, 
what seems to me a very serious aspect 
to the situation. The Federal Govern- 
ment by the enactment of the eighty 
per cent credit clause 1s attempting to 
regulate local taxation. The provision 
was apparently very carefully thought 
out, and without going into details I 
think the provision is constitutional 
and enforceable. However that may 
be, the Federal Government, by means 
of this eighty per cent clause, in my 
opinion, employs an agency and inaug- 
urates a policy of intervention in mat- 
ters of purely local concern that should 
be opposed by every state in the Union 
as an encroachment upon, and an un- 
justifiable and impolitic interference 
with, local self-government. It seems 
perfectly apparent to me that this 
policy, if carried to its logical conclu- 
sion, would make state governments 
practically if not actually impotent 
to manage their own financial affairs 
in accordance with the desires of 
their citizens. 

The bad features of the estate and 
inheritance tax to which I have briefly 
called your attention—conflict of juris- 
diction, use for purposes other than 
raising revenue, and lack of interstate 
comity—are not peculiar to estate and 
inheritance taxes alone. These bad 
features will be encountered to a similar 
extent in practically all cases where 
the conditions are comparable, no 
matter what kind of a tax is involved. 
Whenever the Federal Government and 
the several states tax the same base, or 


Tue ANNALS OF THE AMERICAN ACADEMY 


there is an opportunity for two or more 
states to tax the same thing, there will 
be a tendency to abuses similar to 
those which now exist with respect to 
estate and inheritance taxation. 


Rocks AHEAD 


I fully appreciate the dangers of 
wandering into the domain of prophesy, 
particularly with respect to taxation, 
but nevertheless I anticipate that in 
the not very remote future a number of 
states will impose income taxes, as 
some already have; and I also antici- 
pate difficulties of a similar character 
and quite as serious as those we have 
experienced with estate and inheritance 
taxes. Double taxation with respect 
to all of the income, and multiple 
taxation with respect to certain classes 
of income, may easily result in a com- 
bined rate sufficiently high to bring 
about very serious sociological results, 
undesired by any of the several juris- 
dictions imposing the taxes. There 
is always this danger when two inde- 
pendent jurisdictions tax the same 
base, and of course the danger increases 
as the number of taxing jurisdictions 
and thechance for higher combined rates 
increases. In fact, it seems to me that 
the possibilities for bad results are con- 
siderably greater with respect to income 
taxation than they have proved in estate 
and inheritance taxation. We have, 
however, the great advantage of expe- 
rience, and we should certainly avail 
ourselves of it, and by so doing avoid 
as many of the pitfalls as possible. 

1 venture to assume, notwithstand- 
ing the prominence which the discus- 
sion of a certain later amendment has 
attained, that many of you remember 
theagitationin favorofthe 16th Amend- 
ment to our Federal Constitution, and 
what great stress was laid upon the 
advantages to be derived from a direct 
tax upon incomes. Income was the 
true measure of ability to pay, and 
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ability to pay the best basis upon 
which to levy a tax. Income was more 
widely distributed than property, and 
as the tax was a direct tax, it would fall 
upon and be felt by many who were 
heedless of the considerable amount of 
indirect taxes they were paying, and 
the result would be, of course, a general 
interest in the cost of government, and 
the general public would become aware 
of extravagance and would demand 


that it immediately cease. Paying 


a part of their incomes directly into the 
Federal treasury would stimulate all to 
give heed to public affairs, and much 
good would result from this widespread 
awakening of the citizens to their civic 
duties. 

Nearly thirty years in the public 
service has made me somewhat pessi- 
mistic with respect to constitutional 
amendments in general, and this 
amendment certainly fell very far short 
of the hopes and expectations of its 
advocates. Several quite important 
matters were overlooked, or at least un- 
heeded, and these matters are of par- 
ticular importance in a consideration 
of Federal and state sources of revenue. 


Tenpency Towarp Minortry Tax 


It is well to bear in mind that those 
exercising the taxing power will not 
often directly tax themselves, and as 
the taxing power in this country rests 
ultimately in the people a tendency to 
tax a minority, provided of course that 
the minority has something to tax, is 
to be expected. The Federal income 
tax as first applied had a basic exemp- 
tion of $2000 and other specific 
exemptions, which resulted in a total 
exemption to such an amount that the 
number of taxpayers was by no means 
enormous. The rates in the upper 
brackets were high, and a determined 


-~ effort was made to escape them. The 
_ difficulty of reaching all those whose 


incomes fell within the two lower 
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brackets was very great, and many 
liable to the tax escaped. The basic 
exemption has now been raised so that 
the number of taxpayers has been still 
further very substantially reduced, 
and the advantage of a general civic 
awakening expected to result from the 
widespread application of a direct tax 
has not, so far as J am able to perceive, 
materialized. The high rates in the 
upper brackets certainly confirmed the 
opinions of those who were obliged to 
pay them as to the high cost of govern- 
ment, but I venture to say that they 
needed no such demonstration to 
convince them in this regard. 

Much taxable wealth is concen- 
trated in more or less restricted areas, 
and at times there is an apparent 
concentration when in reality the 
distribution is wide, as in the case of 
the main office of a great corporation 
located in a certain state and its stock 
held throughout the country. This 
class of taxable wealth is especially 
liable to heavy taxation, it is also ex- 
posed to the attacks of those of social- 
istic tendencies, and we find the net 
incomes of corporations taxed at a 
high rate. Great aggregations of 
taxable wealth and large incomes 
should of course pay their share, and 
their share is very large, but there is 
a marked tendency to overdo taxation 
in this regard. It is one of the most 
difficult undertakings to convince leg- 
islators that increasing the rates of 
taxation does not necessarily mean a 
corresponding increase in returns, and 
that a reduction in rates not only 
may be advantageous in. reducing the 
pressure on taxable wealth and income 
but also may, and often does, increase 
the revenue. 


DANGERS OF MATHEMATICAL 
ÅVERAGES 


It may not be amiss at this point 
to call your attention to the danger 
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in employing mathematical averages 
in formulating tax laws and deter- 
mining the rates of taxation to be ap- 
. plied. 

The Federal Government imposes a 
tax upon the net income of all corpora- 


tions within its jurisdiction, and, as. 


one would naturally expect, the rate is 
comparatively high. This tax must 
be based on a generalization on a very 
wide scale, the generalization must be 
based on averages, and the theory of 
averages applies with more and more 
accuracy as the number of units upon 
which the average is based increases. 
It is also a fact not usually given 
consideration that the maximum and 
minimum variation tends to increase 
as the number of units employed 
increases. There are a number of 
such generalizations necessary in de- 
termining corporate net income, the 
allowances for depreciation and replace- 
ments, for example, so that while 
theoretically net income means the 
same thing for all corporationsthrough- 
out the country, practically it is not 
the same thing at all; also the variation 
from the average is, for the maximum 
and minimum, great enough to impose 
a comparatively heavy burden on some 
and a correspondingly light burden on 
others. This difficulty is inherent in 
most if not all direct taxes imposed 
upon a heterogeneous base covering a 
wide geographical extent. The only 
remedy that I am aware of is a multi- 
plicity of exceptions to the general rule 
which would make administration very 
difficult if not impractical. Such a 
tax does not appeal to one as being 
exactly ideal. 


SHIFTING THE BURDEN OF 
TAXATION 


There is a marked tendency observ- 
able to transfer the cost of certain 
governmental activities! from one 
jurisdiction to the one next higher up, 


from county to state, from state to the 
Federal Government, on the apparent 
assumption that the burden of taxation 
has in some manner been reduced or 
eliminated entirely in the process. In 
some instances the burden of taxation, 
while not reduced or eliminated, as 
that 18 obviously impossible, is very 
positively shifted onto somebody else. 
This shifting of the tax burden may or 
may not be, in a broad sense, advanta- 
geous. It is conceivable that under 
certain 'conditibns it may be either very 
good or very bad. It is well to bear 
in mind, however, that those who do 
the shifting are not apt to take an 
altruistic view of the situation and very 
likely will be more interested in the 
immediate advantage to themselves 
than concerned with the general result. 
When this shifting is from the state to 
the Federal Government the Federal 
Government becomes in a sense a 
source of state revenue, and judging 
by the numerous schemes proposed it 
is apparent that the Federal Govern- 
ment is deemed to be not only a source 
of revenue but an inexhaustible one 
as well. 

This tends towards centralization, a 
tendency which needs no encourage- 
ment, as it is well known that govern- 
mental agencies are inclined to draw 
unto themselves more and more author- 
ity and powers if they can. Central- 
ization is further encouraged by the 
very simple device of Federal aid on 
what 1s commonly termed the fifty- 
fifty basis. If certain conditions are 
complied with the Federal Government 
will, within limits, furnish an amount 
of funds equal to that appropriated by 
the state. This may be an entirely 
proper and sound financial and govern- 
mental policy. It is equally true that 
it may not be. It depends upon the 
circumstances, two in particular—the - 
source from which the funds are derived 
and the nature of the project aided. 
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FEDERAL AND STATE BASES OF TAXATION 


Some states need aid, some want it 
and others neither need nor want it. 
The latter object to furnishing rev- 
enue to be expended on Federal aid 
projects on the so-called fifty-fifty 
basis, and also object to the Federal 
Government, through or under cover 
of the aid rendered, controlling to 
this extent the expenditure of state 
funds. 

It would be a decidedly discouraging 
circumstance if there were any desire 
on the part of the states to withhold 
Federal aid from any state which 
really required it. Certainly I know 
of nothing that would warrant any 
such conclusion, and I doubt very 
seriously that any substantial ob- 
jection would be raised to aid any 
project if the aid were necessary, or 
that any state would be captious about 
the general benefit conferred. 


STATE OBJECTIONS 


There are a number of states, how- 
ever, which object to the present 
method of rendering Federal aid. Some 
of the reasons advanced are as follows: 
(1) That the method is extravagant 
in itself and encourages states to 
extravagance; (2) that it requires 
the expenditure of certain state funds 
under Federal control and to this 
extent allows Federal jurisdiction over 
matters of purely local concern; (3) 
that it encourages the Federal Govern- 
ment to encroach on the constitutional 
rights of the states, and that under the 
guise of conferring a benefit the citizens 
are beguiled into complacency; (4) 
that due regard is not paid to the nature 
of the objects aided and that there is 
a growing tendency to disregard the 
criterion of general benefit or neces- 
sity; (5) and that expenditures of the 
public funds are made for local enter- 
prises to encourage Federal control. 
These reasons may not be entirely 
valid, but there is certainly a very de- 


27 


cided feeling in some widely separated 
sections of the country that there 1s 
a real economic danger to be feared 
as well as an encroachment upon state 
governmental functions contrary to the 
spirit if not the letter of our Constitu- 
tion, if this policy is expanded, or even 
continued. 


In SUMMARY 


I have been able to treat only very 
briefly a few of the elements involved 
in the broad subject, “Federal and 
State Sources of Revenue.” I have 
attempted to show: (1) That there is 
danger in the use by the Federal Govern- 
ment and the states of the same bases 
for taxation, because the sum of the 
rates is very likely to be higher than 
either jurisdiction would approve, and 
these combined rates may be suff- 
ciently high to bring about economic 
and sociological results not intended 
nor desired by either; (2) that if the 
same bases are used by both jurisdic- 
tions there will be a tendency on the 
part of the Federal Government either 
to drive the states out of the field 
altogether or to control directly, or 
more probably indirectly as in the case 
of the estate tax, the states in the con- 
duct of their internal affairs relative to 
taxation; (3) that bases of taxation 
requiring appraisals which necessi- 
tate very accurate or extensive local 
knowledge should be avoided by the 
Federal Government and left to the 
states; (4) that there is some danger 
in attempting very broad generaliza- 
tions based on average conditions 
because of the wide variations from the 
average; (5) that the Federal Govern- 
ment should not be used as a source of 
revenue by the states; (6) and that 
it is at least somewhat difficult to tax 
the general public into an understand- 
ing of governmental fiscal affairs, or 
into a proper conception of their civic 
responsibility. : 


The Child Labor Question and the Federal Government 


By Owen R. Lovejoy 
Chairman, Executive Committee, National Child Labor Committee 


T is my understanding that this dis- 
cussion of the relation of the Fed- 

eral Government to the problem of child 
labor is not for the purpose of project- 
ing any specific propaganda at this 
time, but rather for the purpose of 
setting forth as a matter of record the 
issues involved. With this thought in 
view, let us see just where we stand 
today. 

What are the arguments in favor of 
Federal action? 

What forces have combined to bring 
us to the present position? 

What logically should be the next 
step in handling the problem of child 
labor? 


I. ARGUMENTS For 


The advocates of the proposed 
amendment to the Constitution hold 
that child labor is a national problem; 
that a sovereign government should 
have the power to protect its own chil- 
dren; that our government does not at 
present possess any such power; that 
the amendment as passed by Congress 
and submitted to the state legislators 
1s properly drawn for the purpose of 
conferring upon the government such 
power; and that from the standpoint of 
every consideration of national well- 
being, from the standpoint of the pro- 
tection of our country from dangers 
abroad and from disruption or disinte- 
gration at home, from the standpoint 
of the development of education, 
health, and other agencies of social 
service, from the standpcint of the de- 
velopment of our national resources, 
and from the entire range of our eco- 
nomic and industrial interests, it seems 
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obvious that a government theoreti- 
cally based on the integrity and intelli- 
gence of its citizenship should have 
power to protect that citizenship in the 
development of those qualities. 

This is the position taken by the 
advocates of this constitutional amend- 
ment. This is what the amendment 
has meant and still means to them, and, 
while as a matter of expediency the 
National Child Labor Committee is not 
pressing for ratification of the amend- 
ment at the present time, we have 
never wavered in our belief that it is 
both the right and duty of the United 
States Government to co-operate with 
the governments of the various states 
in providing the maximum protection 
for the children within our borders. 
We have never doubted that the fear of 
those who contend that the principle 
of this amendment would abrogate the 
Constitutional Bill of Rights, would 
destroy the autonomy of our state 
governments, would imply the control . 
of our educational system, or would 
give to Congress a power more exten- 
sive than that now possessed by every 
state, is utterly unfounded. 


If. Wary DisaPPROBATION? 


It is the general opinion that the 
child labor constitutional amendment is 
dead. While this is technically not the 
case and we understand any state 
which has not ratified is still competent 
to do so, let us waive the point for the 
purposes of this discussion. Why is 
the amendment in its present position? 
I believe it conservative to state that . 
ninety per cent of the legislators in the 1 
various states who voted against rati- 
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fication did so under an entire misap- 
prehension as to the meaning and pur- 
pose of the amendment. Possibly 
these legislators fairly reflected the 
opinions of their constituents, though a 
close following of the active campaign 
lodges grave doubts. 

Immediately upon the passage of this 
amendment by Congress, skillful op- 
position was organized and a cam- 
paign was conducted under shrewd 
legal leadership and backed by abun- 
dant resources, which reached to prac- 
tically every section of the country. 
Under the influence of this campaign, 
the public was given to understand that 
ratification of the amendment meant 
any or all of the following things: The 
nationalization of American children; 
the dissolution of the forty-eight com- 
monwealths; the breakdown of family 
discipline and the disorganization of 
the American home; the forbidding of 
every farmer’s boy under eighteen 
years to do any chores around the 
farm, or the farmer’s girl to do simple 
housework; the prevention of any 
wage-earning to prepare for college; the 
employment of hundreds of thousands 
of Federal bureaucrats spending hun- 
dreds of millions of the peoples’ money 
to place a government agent in every 
American home; and—last but not 
` least—the dawn of Socialism, Anarchy, 
Bolshevism—the linking of the Ameri- 
can people to the Soviet Government 
in Russia. 

If the majority of the American 
people believed that the amendment 
meant all or any of these things, they 
were justified in repudiating it with 
promptness and emphasis. The mi- 
nority who know anything about it 
may have been fairly divided, many 
believing that the Federal Government 
should co-operate with the states in 
efforts to protect American children 
from industrial hazards; others believ- 
ing that the states on their own initia- 


tive should cure these evils by the de- 
velopment of local state machinery and 
state laws. But this minority of in- 
telligent defenders and intelligent op- 
ponents had scarcely any influence in 
advancing or retarding this tidal wave. 

It may be supposed that the pro- 
moters and defenders of this amend- 
ment have become disheartened by the 
popular verdict. Not at all! Those 
of us who have experienced any dis- 
heartening have done so on entirely 
different grounds. Two years ago the 
public press was full of the discussion 
of child labor. Everybody who read 
was compelled to know something 
about the issue. Whether the infor- 
mation conveyed in the press was 
accurate or not, the subject was on the 
front page. The most outspoken op- 
ponents of the amendment assured the 
public on every possible occasion that, 
while they were opposed to conferring 
upon the Federal Government the 
power against which they protested, 
they were in favor of the eradication of 
the evils of child labor and wanted to 
secure for every American child a fair 
opportunity for health, growth and 
education. 


A SILENT PUBLIC 


Today the public press is silent. 
Public attention is turned in other 
directions. Debating societies, pulpits 
and lecture platforms are turning to 
other topics. The avowed devotion of 
opponents to this measure has thus far 
borne no fruit. Perhaps this was not 
to be expected two years ago, as those 
familiar with legislative procedure are 
aware that after time had been con- 
sumed in discussing the Federal propo- 
sition legislatures were impatient of 
spending any more time on any phase 
of the subject, and, therefore, ad- 
journed without any action relating to 
local conditions. But nearly two years 
have elapsed. We are now on the eve 
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of another big legislative year. So far 
as our observation goes, no voice has 
been raised among the avowed advo- 
cates of states’ rights and the cure of all 
evils by state procedure, either to 
protect all children up to fourteen years 
of age 1n their right to schooling, or to 
regulate the hours and conditions of 
labor of all children under sixteen, or 
to exclude youth under eighteen from 
extra hazardous and dangerous occupa- 
tions. 

We are happy to say that the Na- 
tional Association of Manufacturers, 
through a committee headed by Mr. 
Howard Cheney, is making a detailed 
statistical analysis of the extent and 
distribution of child employment as 
revealed by the census of 1920. This 
is a laudable undertaking and we have 
assured the Association of our most 
cordial co-operation in this phase of 
their enterprise. It should be noted, 
however, that the census of 1920 is 
already six years out of date, was in 
many respects -inadequate and mis- 
leading when it was issued and was so 
anneunced by census officials them- 
selves, and that the public is in definite 
need of statistical information that 
shall be both accurate and up-to-date. 


A. SERIOUS INaccurRacy 


Meantime, the disheartening phase 
to which we referred was most blithely 
expressed in a recent speech by the 
senior senatorial candidate in New 
York State, who explained his opposi- 
tion to the Federal amendment on the 
ground that all but three states already 
have child labor laws. Of course in 
this the Senator was inaccurate. He 
should have said that every state in the 
Union has a child labor law. Which 
would be equivalent to saying that 
every state in the Union has weather. 
The effect of this glib sentence is to lull 
the public to happy and contented 
slumber. If every state but three has 


a child labor law, certainly it is assumed 
that all the children in the country, 
except those unfortunate enough to 
live in the three states, are adequately 
protected; and quite as certainly the 
citizens of those three states will 
awaken in the near future and heal the 
sore so pointedly emphasized by the 
learned Senator. 

This is the sad fact which confronts 
the enemies of child labor today :—the 
fact that the public regards the prob- 
lem as solved, to be filed away like 
chattel slavery and cannibalism in the 
ancient archives. 


VARYING STATE STANDARDS 


In the face of this situation we are 
impelled to state briefly some of the 
facts as they exist today. First, as to 
standards. Second, as to numbers. 
Third, as to probable trend. To say 
that every state has a child labor law 
is one thing. To say that every state 
has a good child labor law, well admin- 
istered, is another. 

Seven of our states do not require 
children to attend school after they 
reach the age of fourteen years. There 
are nine states in which it is lawful to 
employ children at fourteen without 
evidence of ability to read. There are__ 
elghteen states that make no provision 
for determinmg whether a child is 
physically fit to be worked before he 
secures an employment certificate. 
There are twelve states in which chil- 
dren under sixteen years may legally 
be worked from nine to eleven hours a 
day. There are thirty-five states in 
which children at fourteen may law- 
fully be worked on scaffolding and 
around building construction. There 
are twenty-eight states where children 
of fourteen are permitted to work in 
places where explosives are handled or 
manufactured. There are twenty-two 


states in which children of fourteen ` 


may legally run elevators. Thirty- 
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three of our states permit children of 
fourteen to be employed on railroads 
and seventeen states permit children of 
fourteen to oil, wipe and clean ma- 
chinery in motion. These are but a few 
samples to indicate the present status. 

Weighed in the balance of human 
life, human safety, and American citi- 
zenship, every one of these specifica- 
tions against existing state standards is 
enough to justify arousing the people 
of the entire country to a militant 
protest against the cavalier dismissal 
of the whole subject by the brief state- 
ment that all but three states have 
child labor laws. 


NuMBER OF CHILDREN EMPLOYED 


Second—as to numbers. We have 
already stated that on its own author- 
ity the census of 1920 acknowledges 
that the figures are incomplete. They 
report only the children found at the 
specific time when the census was 
taken. They do not purport to report 
all children. Therefore, the figures I 
am about to give represent the mini- 
mum and not the total. 

According to the census report, there 
are over 76,000 children between ten 
and thirteen years of age at work. 
This does not include the special ob- 
“jects of the avowed solicitude of the 
" National Association of Manufacturers, 
namely, children on home farms. 
There are more than 144,000 in' the 
twenty-five states that fall below the 
standard of an eight-hour day, or permit 
night work for children under sixteen, 
and this also excludes all clerks in 
stores and all children working on home 
farms. In addition to those included 
in the above number, there are over 
12,000 in the seventeen states which 
permit children of fourteen to oil, wipe 
and clean machinery in motion, and 
over 238,000 more in the thirty-six 
. states which do not protect children of 
sixteen from this dangerous occupation. 


The total number of children in- 
volved in this failure of the states to 
protect their own is 553,106. Over 
half a million of our American children 
and youth constitute the human side of 
a problem which is popularly believed 
now to have been solved. 


Increasing DEMAND FOR CHILD 
LABOR 


Third—as to trend. 

A third fact which must be kept in 
view is the probable increasing demand 
for the employment of children. Three 
forces work in this direction. 

First, restricted immigration. We 
believe the temper of the American 
people is in the direction of still further 
restriction. This will tend to eliminate 
from our labor market multitudes of 
foreigners coming from low-wage coun- 
tries and countries of low standards of 
living. Yet our American industries 
are geared to use this kind of labor. 
If the illiterate foreigner cannot be 
mobilized into the industrial army and 
if the high school educated American 
refuses to come under the yoke, where 
shall our industries turn for their labor 
supply? 

The second force is the progressive 
simplification of industrial machinery. 
Mechanical processes, once compli- 
cated, are now by inventive genius 
being broken into simpler parts, and 
processes that formerly required the 
skill and supervision of a trained 
worker may now be performed by 
small hands which can be trained to 
the job within a few days or a few 
weeks, 

The third force comes from the field 
of education and we have already be- 
come familiar with the cry that so large 
a percentage of our population is dull, 
stupid, backward, or feebleminded that 
to expend money on their public 
education is a waste both of public 
funds and the individual’s time. If 


* 


82 THE ANNALS OF THE AMERICAN ACADEMY 


they cannot learn beyond the fourth 
grade, the fifth grade, or the sixth 
grade, why not turn them out of school 
and let them go to work? And this in 
face of the fact that three to five times 
as many children leave poor ungraded 
schools as leave well organized graded 
schools to go to work. Until we have 
made an honest attempt to build up our 
educational system to fit the needs of 
our children, it is rank hypocrisy to say 
that they cannot learn. One state 
reports that while one child in every 
thirty-five left the ungraded schools to 
enter illegal employment, only one in 
600 left the well graded schools for this 
purpose. 

This is a cheap and easy way of 
solving a knotty educational problem 
and by the same process of salving the 
public conscience. 

But it does not solve the problem, 
as every student of industrial history is 
aware. To turn an army of young 
children into industry, to fight bare- 
handed in a competitive battle which 
becomes fiercer every year, is not only 
inhuman in the extreme, but destined 
to destroy the very interests responsi- 
ble for it. Low paid, low grade labor, 
the operations of unskilled hands, the 
fatigue of long hours at exhaustive 
work, the denial of education to those 
who do not instantly respond to the 
fixed mechanism of its present day 
development—all those are but varying 
phases of a slow industrial suicide, 
still more tragic, of social suicide, as 
the future will most certainly attest. 


Steps Toward ERADICATION 

Recognizing that this evil exists in 
the varying forms, and at least to the 
extent hereinbefore stated, what are 
the next steps? 

Ás for the National Child Labor 
Committee, which 1 have the honor to 
represent, we continued taking the next 
steps through the entire amendment 


campaign, because for over twenty 
years it has been the fundamental pur- 
pose of this Committee to co-operate 
with the citizens of every state in 
drafting their own laws and adminis- 
tration. When it became evident that 
the people of the country would not 
tolerate any co-operation from the 
Federal Government, we readily re- 
sponded that our interest was in the cure 
of the patient rather than in the kind of 
medicine to be prescribed. We, there- 
fore, welcomed with eagerness the 
pledges of individuals and organiza- 
tions to work immediately for the erad- 
ication of such evils as existed within 
the bounds of their own commonwealth 
and especially the proffered co-opera- 
tion of manufacturers’ associations to 
the same end. We have followed this 
policy, especially for the past eighteen 
months, with constant and active devo- 
tion and find, despite the general 
apathy which we have discussed, -an 
encouraging number of enlightened cit- 
izens in every state ready and willing 
to assist in bringing their state up to 
standard. 

But, as I indicated in the beginning, 
the voice of business is significantly 
silent at the moment and we welcome 
the opportunity to hear from the recs. 
ognized spokesman of the most power- 
ful association of manufacturers in 
America a statement of their position. 
Because we know that if the Associa- 
tion of Manufacturers so determines, 
they can wipe industrial child labor 
from our map in less than two years, 
we stand, as we have said, for the fol- 
lowing minimum standards: 


(1) The elimination of all child labor 
under fourteen years of age. 

(2) The limitation of hours for all 
children under sixteen to eight 
hours a day, six days a week, and 
no night work. 

(3) The prohibition of children under 
sixteen from dangerous occupations. 
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(4) The probibition of children under 
eighteen from extra hazardous and 
dangerous occupations. All these 
occupations to be carefully ana- 
lyzed and designated by properly 
constituted authorities in the va- 
rious states. 

(5) The prohibition of labor of children 
under sixteen, unless they have had 
the privilege of at least eight grades 
of elementary school or the equiv- 
alent thereof. 


We definitely ask whether or not any 
of the above specifications are extreme, 
radical, or unreasonable. If they are 
conservative and reasonable, we ask 
active and immediate co-operation in 
securing their realization in every state 
of our American commonwealth. 

But if the states—if even one of the 


states—persists in refusing or neglect- 
ing to provide adequate protection to 
the children within its borders, we hold 
that these children are also children of 
the United States and that the duty 
and the right devolve upon our whole 
people, expressing themselves through 
our sovereign government, to remove 
the constitutional limitation by which 
we are now debarred from affording this . 
protection. For we hold that every 
child is no more a citizen of the state m 
which he lives than of the United States 
in which he lives, and that the citizens 
in all parts of our country have a 
definite stake in the well-being of all 
children, wholly regardless of the 
adventitious existence of state bound- 
aries, 


Is Child Labor a Government or State Question? 


By James A. EMERY 
Counsel, National Manufacturers’ Association 


GATHER that my distinguished 

friend, Mr. Lovejoy, “the friendly 
enemy,” who has discussed the con- 
crete proposals which he now somewhat 
vaguely describes as an academic issue 
on other platforms, is not entirely 
satisfied with the verdict of the popular 
jury to which such proposals were 
submitted.! The issue before us is a 
very large question. It is not only a 
great social problem, it involves funda- 
mental principles of government. It 
has been well said here that “the 
sovereignty should have the power to 
protect its citizens.” We live under a 
dual form of government. The issue 
presented here is not whether the 
sovereign in Federal authority should 
possess that power, but whether it had 
better remain where it now is: in the 
sovereign authority of the respective 
states, the units through which we 
preserve self-government and under- 
take to meet the problems peculiar to 
locality. 

The so-called 20th Amendment— 
and I hardly venture to describe it by 
number, because others are liable to 
seize upon that number if various 
proposals under discussion are to reach 
the point of congressional submission 
to the people—is not an “academic ” 
issue. It is a concrete question. For 
under our written Constitution we have 
provided’ for the submission of an 
amendment to the organic law, but we 
have written into the national Consti- 
tution no limitation as to the time 
within which that amendment shall be 
acted upon. The amendment in ques- 
tion, unlike the Prohibition Amend- 

1 See page 28. ` 


ment, contains no limitation as to the 
time within which it is to be considered. 
Those who proposed it rejected every 
amendment intended to limit the time 
within which the verdict should be 
rendered by the jury. Under the 
discussions of the Supreme Court of the 
United ‘States, an amendment sub- 
mitted and otherwise unlimited, re- 
mains before the legislators as long as 
it may be termed a “contemporary” 
issue. For obviously time may lapse 
that would make an amendment 
proposed utterly without contempo- 
raneity. 

. There have been over 8000 amend- 
ments proposed to the Federal Congress 
during our history and but five of these 
have been submitted to the states. 
None of this could be said to be the 
subject of conclusive rejection, in that 
by vote of the legislative bodies they 
had been disposed of beyond recon- 
sideration. Generally they lapsed into 
the limbo of desuetude. It is inter- 
esting and certainly significant that 
never before in the history of sub- 
mitted amendments has the answer by 
the states on the roll-call for ratifi- 
cation been so prompt and so over- 
whelming. I am not here to measute 
the value of that verdict. 1 call your 
attention to the fact. Now perhaps 
the reason for the verdict is to be found 
in the character of the proposal. It is 
intimated that the facts obtainable 
from the most authoritative source of 
information to which we could turn for 
information upon the character and 
extent of child labor employment— 
the Federal Census—are neither com- 
plete nor satisfactory. Such infor- 
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mation may lack detail, but I think we 
will perceive upon examination that it 
is adequate to meet the essentials of the 
issue; that is, is child labor on the 
increase or the decline? Is it a serious 
fact in industry or not? Have the 
states been so negligent in dealing 
with the problem as to warrant an 
unprecedented grant of power to the 
Congress as the only remedy for the 
situation? Let us then examine the 
facts and principles involved, since this 
is not an academic question but a very 
concrete one. What is the answer of 
the popular jury to which the issues 
were submitted? Why was it so 
answered? That may throw a flood of 
light on the subject before us—‘‘Child 
Labor and Congress.” 


REACTION OF THE STATES 


As the matter stands now, within a 
year thirty-six states have refused 
ratification; five have taken no action; 
two have had no session of the legisla- 
ture; four have ratified and one of these 
(Arkansas) has sought to reconsider 
the action. New Mexico approved the 
amendment in its assembly but ap- 
parently declined further action in the 
senate. Massachusetts preceded its 
legislative disapproval by condemna- 
tion through a popular advisory ref- 
erendum of its citizens. I refer to the 
action of Massachusetts because that 
state became a great popular forum. 
Certainly no constitutional question 
since the Civil War, and probably I 
ought not to subject my remark to 
that limitation, was more thoroughly 
discussed throughout the state than 
the so-called “Child Labor Amend- 
ment.” 

To say that the popular action was 
based on misapprehension or misrep- 
resentation of the proposal is to ignore 
the ample opportunity possessed and 
employed for the correction of any 
misstatement or any error of the 


critics of the amendment. Certainly 
the action of Massachusetts was not 
hasty, nor is it a commonwealth given 
to impetuous and hasty action. 
Neither the history nor habits of Mass- 
achusetts rank it among the immature 
or rash states of the Union. If, as has 
been suggested in criticism of the 
verdict of the Bay State, its electorate 
acted in “a panic of thought,” it is to 
be observed the panic was aided by 
such reckless thinkers as the distin- 
guished president of Harvard Univer- 
sity, the Catholic Archbishop and 
Cardinal of Boston, the Episcopal 
Bishop of Massachusetts, a great body 
of educators and social workers and an 
overwhelming majority of the bar and 
the bench. 

Tf, therefore, the jury was neither in 
a frame of mind nor by nature qualified 
to pass upon the problem, where else in 
the United States are you likely to 
secure a jury better qualified? 

The representative judgment ex- 
pressed by the legislatures of the coun- 
try cannot be said to reflect sectional 
group or class opinion. On the con- 
trary, more states have condemned the 
proposal in the North than in the 
South. It was equally unpopular in 
the West andthe East. Thedisapproval 
of the industrial states was as pro- 
nounced as that of the agricultural 
communities. 


lssurs INVOLVED 


‘With the topic before us we may 
properly ask ourselves now, what were 
the issues which in so brief a period 
transformed an apparent social sym- 
pathy with a cause to antipathy for a 
proposal? The amendment is simple 
in its language. It declares that “Con- 
gress shall have the power to limit, 
regulate. and prohibit the labor of 
persons under eighteen years of age.” 
The power of the states is to remain 
unimpaired save that “the operation 
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of state laws shall be suspended to the 
extent necessary to give effect tolegis- 
Jation enacted by the Congress.” 

Now there never has been, never 
will be, in my opinion, the slightest 
disagreement among an overwhelming 
majority of American people as to the 
necessity of protecting children from 
injurious employment, and the securing 
to them of adequate educational op- 
portunity. The popular disapproval 
of the amendment arose from no lack of 
sympathy with its avowed purpose. I 
believe it represented a deliberate re- 
jection of what came to be clearly un- 
derstood as a revolutionary innovation 
in Federal authority, supported by as- 
sertions with respect to the nature and 
extent of child employment and ex- 
ploitation which were found to have 
slight justification in fact. 

We see some evidence of the latter 
condition in the expressions of one of 
the most notable and ablest of the pro- 
ponents of the amendment. When the 
members of the Senate Committee on 
the Judiciary were hearing the argu- 
ment for the proposal, the Senator 
from Montana, than whom there has 
been no more determined proponent of 
the proposal, sharply objected when the 
Chief of the Children’s Bureau listed 
his state in the second class of com- 
monwealths, as one of those which 
were lacking in adequate child labor 
legislation, and denied that there was 
any occasion to legislate against child 
employment in the mines of Montana, 
since there was no record of the em- 
ployment of children there. We had 
other instances, of course, where the 
legislation of particular states like that, 
notably of Massachusetts, was de- 
scribed as utterly inadequate because 
it contained no provision within its 
child labor legislation to prohibit the 
employment of children within mines, 
and yet so far as 1 have been informed 
by the latest researches on that sub- 


ject, no mines have been found in 
Massachusetts. 
Now this proposed amendment 


‘sought to confer upon the Congress an 


exclusive and plenary right to control 
not merely the working life of children, 
but of every person within the United 
States under eighteen years of age. It 
proposed to confer the power to pro- 
hibit all such persons from earning a 
livelihood in any or all forms of em- 
ployment, or even to engage in any oc- 
cupation in aid or support of or at the 
request or direction of their parents or 
guardians, at any time, or place, and 
not less at home or within their prem- 
ises than on their farms or within any 
establishment. 

The power “to prohibit” includes 
not only the right to exclude from 
every form of employment, but that 
larger right to determine the condi- 
tions under which any person under 
eighteen years of age may be per- 
mitted to engage in any occupation. 
It, therefore, necessarily includes not 
only the power to say what hours such 
person may work and at what employ- 
ment, but the wages to be paid and the 
standards of educational training which 
must be met before any person under 
eighteen will be permitted to work at 
all. That is not Federal control of the 
school, if you please, but a grant of 
congressional power to determine those 
preliminary qualifications or standards 
without which no person subject to 
congressional control could earn his 
own living or contribute to that of 
those dependent upon him. 

Nor is it work alone that is thus 
subjected to Federal rule. The au- 
thority of the regulatory body extends 
by necessary implication to the control 
of leisure to such extent as would be 
necessary to prevent the defeat by 
subterfuge of any policy which Con- .. 
gress might adopt, for the growth of 
political authority carries the right to 
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make it effective. It would obviously 
convey the right of taxation for the 
support of any under eighteen pro- 
hibited from labor, or parents, guard- 
ians or other persons dependent upon 
the aid of such prohibited, which would 
carry the right to create such boards or 
commissions, appoint such officials and 


' levy such taxes as in the judgment of 


Congress were necessary to make its 
authority effective. Nor is it possible 
to conceive a Congress exercising the 
police authority over the subject 
matter committed to it except through 
bureaus or commissions or boards or 
through officials appointed for that 
purpose and exercising the same pow- 
ers that we are familiar with in the 
various boards or commissions through 
which Congress today enforces regu- 
lation throughout the states in matters 
of health or quarantine. ‘The proposed 
amendment, therefore, conveys a power 
in terms and to an extent not now 
possessed with respect to ‘the same 
subject matter by any state of the 
Union. 

One of the most common statements 
made with regard to it was that it was 
merely conferring upon the Congress a 
power which the states at present 
possess. It confers far more than 
that, for the characteristic local control 
which the people of a state exercise 
over their own legislature would ob- 
viously disappear. A distant and 
irresponsible majority unfamiliar with 
local tradition and circumstances 
would write the household rule for 
family life they did not share. Each 
state would exchange the full authority 
which they now possess for a two- 
ninety-six control in the Senate and a 
small faction among the four hundred 
and thirty-five members in the 
House in proportion to the number 
of representatives possessed by each 
state. 

The loss of protective legal restriction 


is no less clear. For what is proposed 
is a plenary grant to the Congress of a 
police power over the occupational life 
of all under eighteen free from the 
constitutional restrictions which sur- 
round its present exercise by the states. 
The power to prohibit women or 
minors from engaging in particular 
occupations has long been a recognized 
part of the police power of the state, 
but no lawyer of respectability will say 
that the states may arbitrarily exclude 
every person under eighteen from all 
forms of employment. For example, 
prohibit under penalty such persons 
from engaging in any agricultural or 
clerical pursuits. It is no answer to 
indignantly assert that Congress would 
never exercise such power, for in the 
light of experience with what Congress 
has done when it possessed the power 
to do it, it expresses a superabundance 
of confidence in voluntary political 
restraint. We cannot prophesy how 
such power will be employed, but a 
prudent community with a century 
and a half of experience with the 
constant necessity for applying the 
restraints of a written constitution to 
public action is reluctant to grant to a 
central government, which could ad- 
minister its authority only through 
bureaus and bureaucrats, such un- 
precented control of intimate, private 
relations. 


No NEED FOR GOVERNMENT 
INTERFERENCE 


Finally, the facts present no over- 
whelming necessity which is the ulti- 
mate justification for imnovation in 
constitutional government. On the 
contrary, they demonstrate that local 
government has neither neglected its 
child labor problem nor failed in the 
development of. sympathetic public 
opinion. On the contrary, the 1920 
Federal census pictures 1,500,000 more 
American children between ten and 
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fifteen years of age than ten years be- 
fore, with 900,000 less children at work 
in any occupation than in 1910 and 
reaches the conclusion, there stated in 
its own language, that in recent years 
children have not been an important 
factor in the total labor situation in 
non-agricultural pursuits. The only 
place in the country showing an in- 
crease in child labor is the District of 
Columbia, under the exclusive control 
of Congress, to whose guardianship it is 
proposed to wholly submit the children 
of the entire United States. The child. 
labor laws of the District of Columbia 
drafted by the Congress exempt from 
their operation the children employed 
by the Senate as pages. Without 
restriction as to night work, more 
children under fifteen are employed by 
Congress than many industrial com- 
munities with a population of one 
hundred thousand, 

Under state regulation, the number 
of employed children radically de- 
creased between 1910 and 1920. It 
declined from 18.4 per cent of children 
from ten to fifteen years of age in 1910 
to 8.5 per cent in 1920. This decrease 
is not effected wholly by state legisla- 
tion, however. By any means it is a 
rising standard of living that is prob- 
ably the most important factor. 
proportion of children engaged in ag- 
ricultural pursuits declined from 18.2 
per cent in 1910 to 5.2 per cent in 
1920, while the children in non-agricul- 
tural pursuits declined from 7.5 per 
cent from all ten to fifteen years to 3.3 
per cent in 1920. The rate of progress 
in Mississippi showed a decline of 
children’s employment from 58 per 
cent to 29.5 per cent in 1920, while in 
Massachusetts the decline is from 9.6 
per cent in 1910 to 8.6 per cent in 1920. 

The South with all its terrific prob- 
lems to face in connection with its 
children within the limits of its re- 
sources appears to have faced them in 


The 


most instances with generosity and 
courage under state control. 

The record of what has been accom- 
plished in the states in the regulation of 
children’s employment leads us to the 
consideration of the more difficult 
problem of this country. Eighty-nine 
per cent of ten- to fifteen-year-old 
children were registered for school in 
1920. There were 8.5 per cent said to 
be at work and 2.5 per cent were un- 
specified. I pause there for the mo- 
ment, because it is an easy matter in a 
discussion of this kind to misinterpret 
a phrase; thus the term, “gainfully 
employed,” which is the census term 
upon which all our statistics are predi- 
cated would naturally cause you to 
believe that it represented children 
“employed for pay” or who were 
steadily at work, but that is not the 
fact. It is a census term which in- 
eludes all who work even for their 
parents or guardians or after school 
hours or during vacations. It is only 
necessary for a youngster to have 
regular work for half an hour a day to 
be “‘gainfully occupied”? within the 
meaning of the census. It is 
with that meaning attached to the 
term that you must interpret the 
information provided by Federal 
statistics. 

But to return to the school condition. 
The proportion of fourteen- and fifteen- 
year-old children attending school 
throughout the period of 1910 to 1920 
has increased more than 5 per cent and 
these are obviously the ages most 
affected. The trend of this growth 
was uniform in all the states, only 
the District of Columbia and five 
states showing any decline in 1920 over 
1910, but the Southern group of states 
made the most distinct progress. From 
later figures in the Department of 
Education, it seems likely the increased 
school attendance in the last five years 
may have equaled that of the preceding 
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ten. IJ have no figures available, but 
the tendency of the curves of statistics 
suggest that over 92 per cent of the 
children ten to fifteen years old may 
now be in school; figures in regard to 
high school children show a very rapid 
rate of increase in numbers there, 
averaging 1 per cent per year for the 
past four years, and a total of 8 per 
cent for the last nine years. Here 
azain a glance at the figures will show 
a striking contrast in figures. Cali- 
fcrnia provides high school oppor- 
tunities for 80 per cent of the total 
enrollment in public schools; North 
C3rolina 5 per cent; and Connecticut, a 
median state,‘a little more than 13 
per cent. 

If the object then of Federal control 
is the removal from manufacture, it is 

sy to be seen that great progress has 
been made all over the country. Even 
in textiles, which employs more children 
than any other mechanical industry, 
employment has declined from 10 per 
cent in 1910 to 5.8 per cent in 1920— 
a considerable percentage below the 
ratio in agricultural pursuits. Since 
about 1920 the mechanical and manu- 
facturing industries have employed less 
than one half of one per cent of the 
total children between the ages of ten 
and fifteen years. It is practically 
` tru2 that they have ceased to be a fac- 
tor in the labor problem. Industry as 
a whole has found that it does not want 
the labor of fourteen-year-old children 
when less than one half of one per cent 
of zhe children in 1920 were found 
within its ranks by the census. This 
lesson has been learned under state con- 
trol of the problem. ‘To a considerable 
extent, it was accomplished without 
legislation and under the influence of 
natural economic and social influences. 
A further lesson to be learned is the 
extent to which social and racial ques- 
tions within the states have affected 
its progress, as well as the wide varia- 


tion of economic and occupational 
conditions. 

I want to assure all of you who are 
interested in this important subject 
that manufacturers as fathers and as 
citizens are just as keenly interested in 
the children of the United States as any 
other class in the community, whether 
they look at the problem through the 
spectacles of their own paternal relation 
or view it with the sympathetic aspect 
of a citizen looking at the future of his 
own country. What the relation of 
the educational system is to this prob- 
lem—and that is the most difficult and 
delicate of all relations—I am not quali- 
fied from special study to say. But 
this must be sure, as Mr. Lovejoy has 
said, it is for the states to improve 
their educational system, for that is a 
great local problem. 

The citizen of Massachusetts is not 
the best judge of how Georgia shall 
train her children, nor is Georgia the 
best authority upon the system of 
public education best suited to Massa- 
chusetts. It has been a tradition 
that the children must, in the first 
place, through the family, develop the 
underlying personal qualities upon 
which the future of ourrace and country 
rests. Character is a product of the 
fireside. Each community is the best 
judge through co-operation with the 
parent as to what educational system 
is best. That cannot be done through 
a Federal control of education, which 
has been rejected again and again as 
a national proposal. It can be done 
with the co-operation of the Federal 
Government, and within its own do- 
main the Federal Government has 
a large control over this problem 
today. 

The public opinion that has refused 
to grant congressional control of the 
employment of American youth is rest- 
ing its judgment on the fact that there 
is no justification for the demand, and 
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that the national legislatureis not fitted 
for the task of meeting a local problem 
in terms of local conditions, nor should 
it be permitted to lessen the local re- 
sponsibility of the citizen for the great- 
est of his social duties. 


In CONCLUSION 


Let me in conclusion say, lest I be 
easily misunderstood, that I am not 
arguing over again the issue so con- 
stantly described in the political litera- 
tureof the past asthat of “staterights.” 
“State rights,” in the sense that term 
was originally used, perished in the 
Civil War. In the sense in which we 
employ it today, the great common- 
wealths constituting the American 
union are the fundamental units of 
self-government and there can be no 
good national government unless there 
is good local government. It is in that 
sense, if I use the phrase at all, I would 
talk about “state rights”; rather, 
would I talk about the thing in which I 
believe we all join, and that is state 
“duties.” 

The duty of local government to 
protect its citizens in all activities is the 
first of its great police obligations. 
Upon it devolves through its educa- 
tional system the primary duty, next to 
that of the parent, of providing for the 
development of the intelligence of its 


citizens. That is primarily a great 
question of local responsibility. Now 
we have been developing the larger 
phase of this great question. We have 
unhappily much evidence of a tendency 
on the part of local government or local 
citizens to fly to Washington very much 
like a frightened child to its mother. 
For the ancient phrase with which we 
are familiar in the private affairs in life, 
“let George do it,” by which we mean, 
let the interested public citizen do all 
the work, and let us enjoy the benefits 
of it, we have been substituting in 
many communities the cry “Let Wash- 
ington doit.” Yet, when Washington 
has undertaken to meet many of the 
problems, surely those who have 
watched its operations cannot be im- 
pressed with the fact that it discharges 
police duties more successfully than 
the states. 

Local government is not only the 
primary school of all good popular 
government, but local responsibility 
for the cure of local conditions is the 
great obligation that must be thrust 
upon the citizen, if he is to learn in the 
hard school of experience the great fact 
that reform at home and within his 
own community,—the betterment of 
immediate conditions—is the greatest 
contribution that any people can make 
to better government in the nation. 


Ne 


State Versus Federal Re 


lation of the Labor 


of Children 


By HowELL CHENEY 
Cheney Brothers, South Manchester, Conn. 


ee state regulation the num- 
ber of employed children radi- 
cally decreased between the years 1910 
and 1920. It declined from 18.4 per 
cent of children ten to fifteen years of 
ase in 1910 to 8% per cent in 1920 
‘hart I). This decrease was in- 
fenced by state legislation but was by 
n> means entirely due to it. A rising 
standard of living was amost important 
fector. The proportion of the ten-to 
fitteen-year old children in agricultural 
pursuits, which were affected but little 
b:7 legislation, declined from 18.2 per 
cent in 1910 to 5.2 per cent in 1920; 
wile the children in non-agricultural 
pursuits, against whom legislation was 
mainly directed, declined from 7.1 per 
cent of all ten-to fifteen-year old chil- 
dren in 1910 to 3.8 per cent in 1920 
(Chart D. 

Though the positive points attained 
were not as low in the South, where 
there was little legislation, the rate of 
progress was far more rapid than in the 
North. For instance, in Mississippi 
the proportion of ten-to fifteen-year 
olc children employed declined from 
53.4 per cent in 1910 to 25.5 per cent in 
1920 (Chart ID; while in Massachu- 
setts, which represents the median 
state, the decline was from 9.6 per cent 
in 1910 to 8.6 per cent in 1920. The 
District of Columbia under Federal 
control was the only jurisdiction in 
the country in which the ratio of em- 
ploved children was greater in 1920 
than in 1910, by even a small amount. 


` The South has had terrific problems to 


face in connection with its children, but 
within the limit of its resources appears 
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to have faced them in many instances 
both generously and courageously under 
state control (Chart DD. 

If the object of Federal regulation is 
the removal of children from the me- 
chanical and manufacturing industries, 
it is easily demonstrable both that great 
progress has been made in all sections 
of the country, and particularly in such 
industrial states as Pennsylvania, Ohio, 
Illinois, Michigan and New York. 
Even in the textile industry, which 
employs more children than any other 
‘mechanical industry, the ratio of ten- 
to fifteen-year olds to total operatives 
had declined from 10 per cent in 1910 
to 5.8 per cent in 1920 (Charts I and 
III), or below the ratio in agriculture. 
Since by 1920 the mechanical and 
manufacturing industries employed less 
than 1% per cent (Chart II) of the 
total children ten to fifteen years of 
age, it is practically true that they had 
ceased to be a factor in the labor prob- 
lem of industry. Industry as a whole 
had found conclusively that it could 
prosper without the labor of children 
under fourteen years of age, when less 
than one-half of one per cent of the 
children under fourteen years of age 
were found in 1920 by the census 
enumerations within its ranks. This 
lesson had been learned under state 
control. To a very considerable but 
immeasurable degree, as has been 
shown, it was accomplished under the 
influence of natural economic and 
social laws. 

The further lesson to be learned from 
a statistical study of this development 
by states is the extent to which the 
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social and race questions within the 
states have affected its progress, as well 
as the wide variation in economic and 
occupational conditions. 


DIVERSITY oF PROBLEM 


The record of what has been accom- 
plished under state control in the 
eliminating of children from employ- 
ment leads us to a consideration of a 
more difficult problem which has grown 
out of this social and economic develop- 
ment. 
Eighty-nine per cent of the ten-to 
fifteen-year old children were registered 
as in school in the year 1920 (Chart 
IV), 83 per cent were at work, and 24 
per cent were unspecified. The pro- 
portion of fourteen- and fifteen-year 
old pupils attending school (Chart V) 
had increased 5 per cent in 1920 over 
1910. ‘These ages were obviously the 
ages most affected. ‘The trend of this 
growth was remarkably uniform in all 
of the states, only the District of 
Columbia and five states showing any 
decline in 1920 over 1910. But the 
Southern group of states made the most 
distinct progress (Chart V). From 
later figures from the Department of 
Education it seems likely that the in- 
creased school attendance in the past 
five years may have nearly equalled 
that in the preceding ten years. The 
tendency of the chart curves would 
suggest that over 92 per cent of the 
children ten to fifteen years of age may 
now be in school. Figures in regard to 
high schools (Chart VI) show the very 
rapid growth in numbers here, averag- 
ing 1 per cent a year for the last four 
years, and a total of 8 per cent for the 
last nine years. Here again a glance at 
the chart shows the striking variation 
between the different states in their 
provision for the older children. 
California provided high school op- 
portunities for 30.2 per cent of.the total 
enrollment of pupils in public school, 
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North Carolina for 5.1 per cent, and 
Connecticut, the median state, for 
13.8 per cent. 

The character and size of the in- 


| creased burdens which have been 


placed upon the body politic by the 
elimination of the children from occu- 
pations and their addition to the school 
system. illustrates how absolutely in- 
terdependent are these two problems. 
Just as in any-one family what was 
yesterday a problem of education 
becomes tomorrow a problem of em- 
ployment, or vice versa; so in a com- 
munity or a state the question of 
increased education becomes immedi- 
ately a question of increased resources 
in wealth, in teachers, in buildings, and 
in educational material. 

There were in 1924 in our schools 
6,475,000 more children than there were 
in 1910, and at least 2,710,000 more 
than were in 1920. At the same rate of 
increase another 1,354,000 have been 
added in the last two years, making 
over 4,000,000 since 1920. The in- 
fluences which have either retained 
them there or kept them out of em- 
ployment are by no means simple. 
The most potent are perhaps the rising 
standards of living and of social values. 
Legal regulation has contributed. Un- 
der legal regulation the deficient and 
defective are not eliminated when they 
reach the working age. At the other 
end of the scale, there has been an 
immense extension of high school 
courses and an immense increase in the 
high school registration. Finally, all 
through the eight years of elementary 
course and four years of high school 
course, the curriculum has been ex- 
tended «and enriched. Communities 
have been lavish sometimes to the 
extreme in their appropriations for 
new school buildings. There is a 


slowly increasing public recognition of ` 


the necessity of better teachers and 
better paid teachers. But each one of 
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these influences (it is sometimes diffi- 
cult to separate them in their effects) 
has a definite bearing upon the tax 
budget and the available resources. 
It is practically impossible therefore to 
approach the subject of the regulation 
of the labor of children without consid- 
ering its effect upon the alternatives in 
opportunities which it offers, and their 
bearing upon the ability of the state 
to assume the increased burdens. 


Par Caprra Cost 


The cost of public education per 
capita of total population has advanced 
in the United States from 82.84 in 1900 
to $4.64 in 1910, $9.80 in 1920 and 
816.25 in 1924, Even allowing for the 
decreased purchasing power of the dol- 
lar and using index number 160 as an 
equalizing factor, the 1924 figures show 
an increase of three and one-half times 
over the 1910 standard (Chart VID. 
Here again there are the widest differ- 
ences by states. California is now pay- 
ing $31.75 per capita of population for 
educational purposes, and Arkansas 
$5.15. The Southern states as a rule 
are of course far less able to support 
this educational advancement than are 
the Northern, Western and the East- 
ern states. 

There are many surprises in this list. 
Connecticut, for instance, which we 
think of as a wealthy state, is only on 
the median line. Rhode Island, New 
Hampshire, Maine and Vermont are 
considerably below the median line; 
while such agricultural states as Cali- 
fornia, Nevada, Wyoming, North and 
South Dakota, head the list; and two 
states, Idaho and Montana, are spend- 
ing less in 1924 per capita than they 
spent in 1920, though Idaho of all the 
states made the most rapid advance 
in 1920 over 1910. 

The striking differences between the 
states is even more broadly illustrated 
when we endeavor to compare the 


proportion of per capita wealth which is 
devoted to education in each state 
relative to what it considered its other 
necessities. We find, for instance, 
that in 1924 the positive per capita 
expenditure for education in Nevada 
was second in the list with an expendi- 
ture of $27.28 per capita of population 
(Chart VID. Out of every thousand 
dollars, however, of relative per capita 
wealth or total resources in 1922 
(Chart VIII), Nevada spends but 
#3.09 for education against a maximum 
of $7.70 in Oklahoma. North Caro- 
lina is the median state, expending for 
education $4.89 out of every thousand 
dollars of relative per capita wealth. 
This table does not by any means show 
the variation between the two means 
that the former table of positive per 
capita expenditures for education did, 
and indicates that there is much more 
definite correlation between the cost 
of education and the relative per capita 
resources or total wealth of the com- 
munity than there is between the cost 
of education and the direct per capita 
expenditures for education. This, of 
course, is only a demonstration that the 
existence of resources does not so 
definitely determine the amount which 
a state can spend on its educational 
system as does the actual distribution 
of its budget between its total demands 
(Chart VID). Tested by either method, 
however, the Southern states have afar 
more difficult burden to carry than 
have the Northern and Western states. 

Chart VII illustrates an endeavor to 
find the correlation between the es- 
timated wealth per capita of each state, 
and the state’s expenditures per capita 
of total population for education, and 
the state’s expenditures for education 
per capita of population of school age, 
five to seventeen years of age inclusive. 
The latter seems to furnish the highest 
degree of correlation of any of the three 
factors; but a glance at this chart, how- 
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ever, will show in a most graphic way 
the difficulty of the individual states 
to adapt themselves to any common 
measure in the distribution of their 
resources. The average per capita 
wealth ofthe United States is $2,918.00. 
The average expenditure per capita for 
education is $14.47, and the average 
expenditures per capita of population 
five to seventeen years of age is $55.22, 
Here again the Northwestern and 
agricultural states show that they are 
most easily carrying the burden, and 
that the Southern states have an in- 
finitely more difficult problem to face 
and must do so with the realization 
that the opportunities open to children 
will differ very materially as between 
states. It might be argued that the 
logical cure for this situation is to treat 
the country as one unit and to dis- 
tribute its entire resources without 
regard to present taxing units or legal 
jurisdictions. This, of course, would 
simply mean wiping out our state 
theories, traditions, community con- 


trols of education, and ideals of self- 


government. 


STATE ACHIEVEMENTS 


As against this we find the history of 
numerical achievement of the last ten 
years by no means discouraging, and 
that the states have in their own ways 
and within their own resources made 
tremendous strides. Let us, for in- 
stance, take the condition of illiteracy 
of the uvenile population ten to fifteen 
years of age (Chart IX). In Louisiana 
24% per cent of the children ten to 
fifteen years of age were illiterate in 
1910; 14.1 per cent in 1920. In all of 
the Southern states, to which the 
problem of illiterates among children 
of school age is largely confined, pro- 
gress has been equally encouraging. 
This chart further illustrates how this is 
a problem of the negro and what is 
known as the “poor white” population, 


and that it is confined practically to 
the Southern states. In only fourteen 
states of the Union is the percentage of 
illiterates to total number of children 
ten to fifteen years of age in excess of 2 
per cent in 1920, and in the whole 
Southern group the average has been 
cut down from just under 10 per cent 
in 1910 to 5.7 per cent in 1920 (Chart 


The high school attendance in the 
Southern states, while the rate of in- 
crease is not as high as in the North, 
shows a decided tendency towards im- 
provement, greater perhaps in view of 
the resources available than in the 
North (Chart VI). The increases in 
the proportion of population in school 
attendance fourteen to fifteen years of: 
age (Chart V) also shows a greater 
degree of improvement in the Southern 
than in the Northern states. The 
length of the school term as fixed by 
legal enactment and also the days that 
the schools are in session compare quite 
favorably in the Southern states with 
those in the Northern states. Here 
again, considering the resources that 
are available, the results are measur- 
ably better (Chart VID. ' 

As a New England man, therefore, I 
am obliged to confess that I find the 
Southern states, measured by their 
resources available, have met their 
educational responsibilities rather more 
generously than have the Northern and 
Eastern states. They have done this 
under state control. 

So far as progress is measured by 
mere numbers under some form of 
education, or by dollars spent, or by 
the ratio of expenditures to population, 
or by the days and hours under instrue- 
tion, the evidences of advancement are 
at hand. They show at least on the 
numerical basis no lack of state pride or 
determination in shouldering the rap- 
idly increasing educational responsibili- 
ties, which have been committed to 
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them as guardians of the labor of chil- 
dren, and as instructors of their minds 
and bodies. No Federal direction or 
even supervision could have gone as far 
in trying to adapt local resources to a 
great onward sweep. 


From THE SCHOOL ANGLE 


, When we endeavor to measure the 
results of these reforms we get an even 
more pronounced picture of the dif- 
ficulties involved; of the inseparable 
relationship between the labor and the 
education of juniors. In trying to 
escape from one horn of a dilemma we 
have impaled large numbers of chil- 
dren upon another horn. If it is true 
that large numbers of children were 
protected from the exploitation of in- 
dustry, it is more than true that many 
were exposed: to the suffocation ' of 
education under a system which was 
either far beyond their abilities, or in- 
capable of adapting itself to the size of 
the task imposed upon it. 

Chart X illustrates the mortality 
which the public school system suffers 
in its efforts to carry its load along at a 
normal rate. To make this clear, the 
United States Bureau of Education has 
ascertained the per cent of pupils sur- 
viving to each grade out of a total of 


- over 7,800,000 pupils who started in 


the two classes of 1911 and 1913. 
Out of the class of 1911 but 8.8 per cent 
survived to high school graduation, 
which is perhaps not surprising. The 
class of 1918 did better with a survival 
of 11.7 percent. The surprising thing, 
however, is that but 68 per cent were 
promoted at the end of the first year. 
From there the losses were continuous, 
but gradually increased until they were 
more rapidly accelerated in the fifth to 
seventh grades, or until release from 
school came. By the end of the 
fifth grade nearly half of them, or 46.7 
per cent, had fallen behind, and by the 
end of the seventh grade only three- 


eighths were in the normal line of 
promotion. 

Chart XI gives the same picture from 
another angle. It illustrates the dis- 
tribution of pupils by grades by ages— 
the great loss_throughfa’poor start in 
the first year; the more'gradual falling 
behind until the acceleration is in- 
creased by reaching the limits of mental 
ability towards the fourth and fifth 
grades. Chart XII helps even more 
definitely to realize the extent of this 
loss in wasted years, and to analyze it 
into the proportion that are retarded 
for from one to five years. It is quite 
clear that inthe average, approximately 
80 per cent of the children leaving from 
the fifth, sixth and seventh grades have 
lost one or more years, and out of this 
80 per cent approximately 58 per cent 
have lost or wasted one year, 28 per 
cent two years, 10 per cent three years, 
and 4 per cent four or more years, be- 
fore a' release from the accumulating 
failure in school comes to them. The 
average loss of time for the whole group 
of elementary pupils up to the end of 
the sixth grade was over one and a half 
years. 

For that smaller portion of the group 
who went to work as soon as the law 
permits it may reasonably be shown 
that by and large throughout the coun- 
try they have wasted at least two years 
of their lives as far as making mental 
progress goes. For two years they 
have been dulled in failure at tasks 
they were either incapable of perform- 
ing, or that the school was incapable of 
presenting to them. In other words, 
this means that as regards a very large 
group of pupils state regulation of labor 
had gone far in advance either of the 
mental ability of the pupils most con- 
cerned, or of the available resources in 
money, teachers and ideals to meet the 
situation. Could it by any possibility 
be argued that if under Federal control 
the regulations had been advanced, the 
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suffocatioa and retardation and wasted 
years would have been less? The plea 
for Feders] control found justification 
in the mirds of its proponents only in 
advanced standards. If they admitted 
that the standards were as high as avail- 
able resources, both financial and ideal, 
permitted, they had lost their case be- 
fore the argument was begun. 
In CONCLUSION 


I would 1efer you to the investigations 
of two prcfessional educators, both of 
them women: Dr. Helen T. Wooley of 
Cincinnati, whose investigations were 
inspired in part by the National Child 
Labor Committee, and Dr. Anna Y. 
Reed, Prof=ssor of Personnel Adminis- 
tration of New York University, whose 
work has teen supported through the 
Junior Personnel Service. These women 
have devoted themselves to the problem 
of finding out why educational achieve- 
ments hav2 not kept pace with the 
army of neerly eight million pupils who 
have been added as new pupils to our 
educational ranks during the last six- 
teen years. Their conclusions, of 
which Mrs. Reeds’ are not yet pub- 
lished, are practically in agreement as 
to the following: 


(1) That mental ability is the major 
factor both in retardetion in school and in 
elimination fom school. 

(2) That economic pressure or poverty 
was of far les- importance, either in remov- 
ing children f>0m school or in forcing them 
into employment. 

(8) That among the children who were 
retarded, those who left school to go to 
work have advanced rather more rapidly 
mentally and physically than those who 
had stayed in school. 

(4) That industry was not in itself a 
cause for delinquency, or of either mental or 
physical degereration. Moral delinquency 
they traced much more definitely to home 
and school environments and tó the habits 


of failure and discontent incident to being 
forced to continue tasks at school which 
they were incapable of mastering. 

(5) That there was slight, if any, correla- 
tion between school grade attained and 
wages earned; tha* the “collar and cuff” 
and clerical jobs did not pay as much as 
manual work; that the slogan, “Education 
Pays,” was a myth except where increased 
education was related to ascending grades 
of mental ability. 


Mrs. Woolley still believes that ul- 
timately the schools may be able to 
meet the task imposed upon them, but 
both women recognize that education 
is not a commodity which can be trans- 
ferred to millions of children under fiat 
of law without respect to their mental 
ability and without respect to the re- 
sources available for the undertaking. 
Nothing has done so much to clear 
away some of the fogs and sentiments 
which have hung about the child labor 
and educational problem as have the 
researches of these two individuals. 
Both finally come to the conclusion 
that advanced education cannot be a 
question of mass education. It must 
be a question of individual capacities 
and abilities. Both investigations also 
clearly show the intimate interdepend- 
ence of the principles of exclusion from 
labor and ultimate education. The 
principle of Federal contro] purposes to 
divorce these complimentary opportun- 
ities for children. It proposes to give to 
the Federal control the power to impose 
by fiat of law the definition of the op- 
portunity to labor. It proposes to 
leave to the individual state the solu- 
tion of the problems arising out of this 
fiat. ‘The undertaking is bound to fail 
quite as much in the state of California 
as in that of Mississippi, and the results 
would be quite as unfortunate to 
Massachusetts as they would to Ala- 
bama. 


`a, 


Cuarr I 


TREND OF CHILD LABOR 


REPRESENTED BY 


THE, PROPORTION OF TOTAL CHILDREN 10-!5 YEARS OF AGE it GAINFUL OCCUPATIONS 


AT THE FOURTEENTH CENSUS OF THE UNITED STATES - POPULATION — 


3 DLO STD STATES Sei as OF THE Tens 


eh meine Eh TE HY ve re hie Se m A ie A PE en ma aae ei SE na Hh SE NR A et 


TRAR ALL praia did 
ac 
195 
Ou 
wig 
13d 

. MALE “nah 
¡846 
1890 
1400 


tak = =s 
E rica i 


FMa, 


as 
aes Ao: 


a a w 
pa —, 


: HOJA 
AGRICULTURAL PURSUITS 
te eu gt 
NON AGRICULTURAL PURSUITS 


ALO CHALGRLN e- Fd YEARS Df AGL 


"a 


ALL "rileritt .4 SEARS UF AGL 


ALL GALDAN YEARS GF AGE 


¡3,8 "T 


BA. COPLOERTO EG A VFARS OF ast 


ALL CRILOATI 10-15 TEARS OF AGE 


+ 
33% 
riera ee O ARI NN UPA eee MY rr Tm o A: NS: A a mm Y a Pe ms 


EII or 


DA Ada ASSOCIATION OF MANUFACTURERS 


JE LAMB STATISTICIAN CHENEY SOT ES 


-= myar p NS dl 


1920 


mpm Ped ire A it 


-= m ls A e Ore g 





Da A 
AS 


CABANES 
ALA es") 
E as: 


ae SA WAA AA 


ES 
+ 
vH 


ed AUS ES 
N 


ta 


add EE 


TAO nt 
Le tejo 
E r 


PORT "pahura si ca Ree 


1 Y 
E consi me PAN 


e ae 100% 
pasamos SETS 


Oe ae ta, 


helo dd ds 


fowa Ad E 


i ¿A 
i a 
LAN AS 
MEW “NANOS IRE SSS o. 
aa ; mpre yh Y setas 
. A a 
OIG, | 4% 


anise sis Bee 


A A rire = 


b mamn eS a I ME 


Cuarr IT 


re r 
SAR A 
lr he 


° STATES one, ee E 


ray tse SU SiM | 


A 
E r $ 
e. 


a » 
i Ls me 


3 ARIZONA 
A S 
oMi MESS : 
Oo A 
O MA 
1” E . u "y 


_ «Ww YCMING DEED 
so $ . . oa “Fe Ye a H 
a none a : 
PREJ: 
HEW 
¢ 
ta 


st 


a 
"J 
ye 5 
“ 
. 
te, 


E 


+ 


GST. Y COL UIE, 


ama oe OO a 


SIMS ED FOR 


nene ASSOCIATION OF- MANUFACTURERS; 


de P. LAME 


SUATISTICIAN, CHENEY BGOTHERS UO TP Sida: 





“y 





Cuarr I , 


COMPARATIVE. -IMPORTANCE -OF CHILD LABOR IN INDUSTRY 
ae A a '. AGE AND INDUSTRIAL GROUPS 


T7 AME TOURTEENTH, CENSUS OF THE UNITED STATES -POPUL ATON- 1920 
esta T AUEM- EED STAILS MURTAU OF TNE CLNSUS OOO aera Siecle ete 


ee mee mr Pg mee Pe sm ci 


+ 


: 7 a x ” Mm ~ 
“¿ME OECUPATIONS AGRICULTURAL PURSUITS HON AGRICULTURAL diaries A 
OR ab 15 OPORTO: OF W- ¡pr Dr i0- 
LAA hè cm ih 7 e AR CLD Creates TEAN O07 SHANE 
Seb 7D AO 


WON OF MINERALS TRANSPORTATION SHADE 
PROPONGO OF A- PANOR LION OF +15 PRQMQICION OF 10-19, 
WEAR 8 Cro ‘LAR (D COMADREN VEAR OLB CALARE 
1.00 223-108 >, y 3.063,502-90 % i ALA E 


‘PROFESSIONAL SERVICE = OME STIC-PERSONAL, * CLERICAL OCCUPAT 
ZTO PAPA WF eS : PROP TON © ¢-r5 PROPORTION OF Ih. 
asta YEAR OLS CARES TAR OLD “7WREN ` YEAR AD Cri DRL 

Soe TTO KMAN 100°% 3 494 692" : a ETE TT E 


— "+ 
» 


-MANUMACTURING AND MECHANICAL INDUSTRIE TEXTILE, INDUSTRIES 
PROP: |” mca - . MOID DF N 5 RAL OF G T i 


+ TEN OL le CHEIRT ‘LAR O15 Coat INEN rE AA OD ODL 
ky oost A 2 6'* $24 "00 TL 94% 707-98 


ee 
A MTE ETEN 
FY . 


sel At "a va 
« a, 
3 y 


anaes 


+ 
= AA an an ai o el 
ur rito tam Y a = A e y aag mht p Miina AA e a a a A aa a p a a a ANN | 


wert E OR 


“NATIONAL ASSOCIATION OF MANUFACTURERS 


APA STATISTICIAN CUES Y BKOTHEAS . 


Cuarnr IV 


DISTRIBUTOIN OF TOTAL CHILDREN [0-5 YEARS OF AG 
IN SCHOOL - IN GAINFUL OCCUPATIONS — UNSPEGIFIED 


AT THE FOURTEENTH CENSUS OF THE UNITED STATES -POPULATION ++ 1925 
MP TAL TEME Su Ear’ 


ene vam = ri A mm na 


DISTRIBUTION OF 10-13 DISTRIBUTION OF i4 
YZAR OLD CHILDREN YEAR OLD CHILDREN 
8.591.872=100 "la 2 046,205 =100 "ia 


aay 
xe iat, 
om > 
f ey 


mn, 
are 
“E 


== 


E e 
ES 


DISTRIBUTION OF IS 


` YEAR OLD CHILDREN YEAR OLD CHILDREN 
a 1.861,445= [00 %, 


12.502 582 =[00 "I. 
9 n n n 


DISTRIBUTION OF 10-15. 


A AS 


ATION CF MANUFACTURERS 


27 TIA A Cars: O Rios 


A pama se 





«wga n m — GAE ee eR ee rd e a A A ee A 


A A s A A eM ee pen 
n sat . 
+ 


1 


SRL ADO UAT ES GRO e f 


SYIYNLIVWIANWA JO NOLIWIDOSSV "IVNOLLWN 


WG: CG Ud) 








€ 





“ 
+ 
à 

A 
w 

+ 





« 1 
t z 1 J y 
a a ae ie ni AS => 2 e 3 4 va) $ x r, Po En T 
= A “4 o 724 + F É; (i) 3 ee ! 1 L 1 > af atol] 3D r „5 al at 
POE 7 A mi a AE I 3 Y tq Ss) AE i 
“ ` me E H 4 oT JE 1 vat, ? Í < , * 
ho no.» a a! ; sl as, 


` 


+ 
SOYA 


ÓN 


4 
set 3 : Y babe E Sai oy 
y 


ay 
+ 





L 
A. GT A "TA APP 


ae. P. PR f 7” wut Piol 
4 mg Pz Bre bee ee aoe 


= y rs 
tee aay E eo A 
PA OSS 





. » + 
q 
ETS 


D pk, 
mp DHE var 


4 


a 





. 


HUNT 


H 
ber + 


er Tig <7 te Os 2111 25% 
t s 


ozot ara gr ows uva, | 
SAIWIS A8-JONVONLIAV TIOOHOS JO LINIO Nad 


OZ61—NOLLYINdOd — SALY1S O31INN AHL 40 SENSO HINJJLYNOJ IHL LV 
OOHOS ƏNIANILLY SOV JO SYVIA SI-71 NOILVTINHOJd JO NOLLYOJOYA JHL 


NOdfñi (135 VA 


SONVONS LLY MN 00 9 


Carr VI 


HIGH “SCHOOL. ATTENDANCE . 


BY STATES 1920-1924 i 
E TA GF Tar "BNL ed 
So nae ATE Ais ACHMUGL S on 
AS E O fhi CM'E PROBE AYU WY Mra 


ar 
A A 
Pq A AA AA An m A PAS 


Li, MPERA OT cura” 
= a Wy i 
PRG” auon 
AAA 


Sut WOE mali iz oe eS? ois Wet oe Bs 


wis HO 


1 Sins. 


ELAN 
v7.1 % 


me ty 
in F de 


Pa Mes ar As 


Te RATA MA E 


EC A AO — ce” 
hor mak ae RA erred 
We COMING BS Ekis ee eps eset 


| gini yit wee ai a re ESS [ars 


7 oe 
yo =å. 
er 


“tae 
A 


a he: 
a 


NA 


pe 


” 
a 


bef 


P yat 
: 


Tr 


Ty 
a a eds = 


= 


ees ae 158% 


oia 


As A 
= 


ep Rae, | Ree 


AA 


anlage tr A o O 

eL. fa A 

A IR 10 
a ~ sy 5 i 


ET “ee 
TENE pit 


rm > 
¿A 


STATES 


morn w bad 


ae 
aw te 


nz 
“iS 
vig 
a 
A E . EERI 
a i4 ez 
OEA 
ABI: 
UT 


+E et O i 
SELEN he <a HA 
rele Tos A E N, rm z 
PE reto BE A TZ ++ 
a 4 bs + 


x 
b » 
a dca al TE ES A Tm eS non ma 
P hi 
= 


so ja ` ZA ¿ema Et 10 


l NATIONAL. ASSOCIATION OF MANUFACTURERS 





haia | 


Cuarr YU 


” 


1922." 


EEA 


" 


EY 


* 
eh 
ty 


HO AE TOR EACH 1190.00 0 


STATES 


E 


CARTA 
ae AS 
al! 
pr” 
Wane 


T PRP 
IE RL IG 
Ta Ew 
p TED Pr oT 


EAR 


sve 
TERATE u 
ASR 


Y ENN 
Hoy. 


Ba, 


3 


p 
PER CATIA 


E 
MCh. 


ak PROPEL 


k 


TAS. 


OF 
` 


Pn 
t 
a 


ERICA TOA 3 
11A, ALE 
A A AT 


FIRATURES For © 
D PLP Lat 
ALES 
y ink 


PAL 
DEFAR TARY 


= 


Mio STATE. 


t. 


wpa a> 


apaaken ran to =i 
we * 


w 
. mw 


PR 


AAA aes 


LURIA 


EA pe satin nelle 


was 


" “ES Sem 


iA 


-g 


dl 


AA 


z 
AAA e ee mm q, 


Rad, 


APA 


Pa he a SC 


rue iris 


J 


, E 


HL AWARE 


E TAI © 


FAGTURERS. 


MANU 


BL Reg, NA for MANOS ear 


5 


" 
b 

g 

non W 


in 


NAL ` ASSOCIATION: 


E ns 


ME ESTIMATE 
L: ST 


mo 
I vil 


7 


LaTi 


y" 


NATIO 


PEA CAPITA Of 
aay 


og gi 


ThE. 


r 
+ 

1 

Se 


. 
o e ei 
.” Lal 


a 
+ 
‘ 
* 
7 


PSENT A jr 
BASED, UPR 
A 


Ca 
p 


TE 
ATE Fun 


: 
a 
PUTH, 
RECI 
vi 


Z 
Q 
x 
O 
5 
O 
H 
02 
O 
biras 
O 
ini 
al 
Z 
Z 
Q. 
2K 
tl 
= 
e i 
: 
< 
E 
EC 
< 
D 
x 
bi 
a 

LL 
om 
z 
5 
E 

2 

O 
L 
O. 
Œ 

E 


noo on My t 5 EN 
AI Saget a: h C aaa ainak dieit -o a? mn 
A wy . .» * .. : 
Paes en Tare a A 


dm. * a a? 


a — 


+: 


RiP 
Ww 





Crart VITI 


£ STATE: WEAC TE "AND: EXPENDITURES FOR EDUCATION- 1922 


aes SOMPAMSE GF 
eta «PRE, ganna ta EAN STATE m Tor State ERUS NO TUcie “OR EUUCA Fiat PE CANTA 
: UTURLS “A FIA Ts DER CATA cM PATIO Sete YE Aine “. 
“ASI e: SA TER “ALI OF CARED, UPEA n gawe e AIG i ie AD 
- a Tne Tun 2 ATES BURL e GENES LATE, SNE 
E E TE OS TOS UOT AS REPORTE ynn PIPA e 


pm m = ane oe 
: Amant et itis er IHL SI et erin tir et meen 
` 


TEN w e`. LA TIA g A LAA es AVL CERT URLS ALA Gate. mf 
mi Zk x — TAG. MA, Cs A Ta St LOU Sete CARS Bee 
29852 eo = eo AI ATOR TER 10 be swe eh IS LB ORE AN 


4’ 


Deba: 


ry 
“1 
. 

4 

“w tlhe ome 


= ew rae 
a . 

penne ' we 
o 3 i 


NARE men o, 
2 
, 


~ 


ww pne + 


ge U we 
» 
a de 
4 " e “” 
ae 
$A ds M ae de a in ak 
h 


v wn E 
pr 

* 
ayes qn 


why 
> 
wee es 
re 


oe marae e a4 
E a 
ee 
some 


andhe vcd 
aw » 


e ewe a 


+ 


MONTAGA NENA Binge pair 
5 ~~ y 


CA 


4 
+ 


E 
+ 
E . 
zm 
£ 
f. 
A. 
nd 


a earan a rae 
Ley py Sh rog y 
A a 


ea 
i de Se 

, 
uN 


1 mena” ` em afta... yee nat ED Ah wpn pny ; O O A, i 
a aaa ny 
O CI a PRA A tele IE IER A AY May KM 


“ ne ake eater ee it 


bi ee. “¿NATIONAL | ASSOCIATION OF MANUFACTURERS 


Ed m Pr ~ PEETER. 





Crant IX 


PROPORTION OF ILLITERATE IN FOPULAT ON | 
lIO-IS YEARS OF AGE 


BY STATES AND GEOGRAPHIC DIVISIONS 1910-1920 


MARGE = ULTRO STATLS BURL AU Ut TH SET suet 


ee ht Hi . 


rent FARE) 710 A 


Louna EO oo are 
i 


ente SAROLA I oran x A FE, 
ALABAMA Da Ed 


A A A A 
o ma a ipp An m ma m a y e g i t 


arena i i + o u 
DEORA [Pen E 
PEE m ae 
PUESTA, weet 
ony) e e ee 
ME ni a 
» MES Tats EN Š ms = 
Hori H gek Dik ty A 


T CR 


Blt. 
s ied Ba nF Ad * nm 
ARKANSAS L 
TENES 


. 


WEST Vins. 


MARTA ry rss 


* 


El 


e larisa A 

oe Aria 
a, 

“Sil ¿sde Aria. 


a . “ .. » 


: Peña YAA, E cy MIL a 
= z i n è 


IH SINTRALE i, 


E 
DISTRIBUTION oF: “tel ¿TERA e Oh vERRS Š 
a Eos TIRANA Eaigoug 
> 7 ‘£02, agrio. 


MAET ES H 


DNS CC e 


+ 
. 


PESHANA den 


ERRE wai a 


Tac unned sraves A + : 


ss rd lr Pe PRA PA fa te Wae yapm man SS m upam EE ee e P AAA A tt E, 


ae FO oa 


, NATIONAL. ASSOCIATION OF "MANUFAGTURERS 


EE sm: 





CC “Mrs 


sel 


at 
Will. 


| Carr X$ 


SCHOOL tah ae 


y 
OF Paad A UMS ELEMIEICIAS > 
BASED "LPS WA THE FIRST. 
TENES LSP ATW rye 
jak OTENE E TE E 


wsm =r mam parer: 


E Ei =3 
ps 22103 


PP A AA aa 


CLASS OF Lt oo. B09. Sag miih 


GLASS UF omn IATa SO 


“nti 
ri AAA 
te 


E + 


Q 
a aa RI Da -m =s 
a x = Veh a me : 


+ 


> x TA 2 Sami a dle lo ls, lo. A lt ri e RI 
ci 


RAR MED -~ Pyri 
RES 
a : 


e hee F 
hn? 


"4 


AE NO Ninn a EE a mea Te te i r r 


seinen Or 


- NATIONAL ASSOCIATION OF MANUFACTURERS 


Li 


tat wia Sha ree pee e 


J URAS i TUV ERGO * 


£ 





(e 


Ñ Cuarr XI 


a DISTRIBUTION OF PUPILS BY AGES-I920 


e ACCORDING TO GRADES 
GALÉS upon DOS RIA AG LM MERO LIGAS VEA im ELEMENTAL Y 
GRADE, AMD FUGA YEARS dl piet Sor1GOL 
SOURCE -GEPARTMENT OF THE MOTERA GE ERRAN OD 


— EO IAN e a 
A 2 NN rae er. Tne SN A So SS 4 rd ee ar a rh O AAC fever or mee. -=m 


e 
ae i y i 
SULAT Fo y 2 RARA 
ee ë — -a See as, 
” 


qu Ao 


. 


ra 


" 
a e e 
ma 


* 
hain a 
A 
_ m anm, A i A m a, SEA ATA rs 
. 3 y ons ef 
. . 


6 


Y 
A A ww TD Y, 224,588 OO 


Bp ERE A ra = w mm 


pr m m 
: 


* 


| 
pS | 


fy Se a a. 
“Y 
. a 
- 


HIGH SCHOOL. YE ARS, 


AS A A ob nets 


| 
| 
| 


~% 


2 

tm M wy 

* + 
Sat psn tw qe se sa 
~ TA 
H 1 
a a 

» 


ig 


an 


~y 


va 


~ 


mmp a y 


y DAA: HH 


i ; t ] 
PS saree 


AER 


Eo 
pA 


* 
4 


* ee ea 
a Dall 


PVE EM ES OOUE INCLUDES SMALL PERCE TARE OF PURILS UNDER ASE Soni 
ee Sh oF ate beater. CLUDES ALS ASE, ABOVE MA P44 AGH GE COP AY 


A ee i a? -me ee E 


COLE y Ent 


NATIONAL ASSOCIATION OF MANUFACTURERS 


«€ e E RI At tr retar 





Cuanr MU 


_ DISTRIBUTION om PUPILS BY GRADES-1920 


ORIG Ve 


NN * NORMAL “AGE- OVER AGE -UNDER AGE 


ae p Bac Pui my AJA TES Peele bin coon YEAS 24 ELT MEG TARY 
, A NS A AM: PAUR YEARS iS pin ACV 
-i E ATM MY UF POE be Linge = fase TAU AC E 


ae or ya — in 


‘DISTRIBUTION OF ALL PUPILS 
e (ER ISLA age o! e 


q a ad ow 4 ¿o ret 


-ena o ces HL i = 


> Sl pit TT cert A, e reads A ere. 


y" Y 3 Y : we a 


ad ae 2% Se y y z á E g Paw 


y 
, 
n 
j 
: 
i 
4 


Pe ea IEA A E e 
k STA BUT ONS OF. OVER ASE PUPILS 
seed 


i 
Goi pont SAMS Pa’ 


¿A YEARS > E: 


ue: 


A ee 


A 


wt 
a 


-+ 
a žr 


Epia tdo 
hs A 
ie PS RS E, 


A 


A zai 
-mas $. r" wk 
min py i A, —— po PEL ETA A O A namie 


a o e yee . memp tph a A a n 
a po = 4 


A ae mr A e A R T 


po red > 


rs ee, AET i za 
SOARES 
a ha A- Ma ere RF a 


iaa] o me Po pas ms 


NATIONAL ASSOCIATION OF MANUFACTURERS 





wy 


The State’s Responsibility Toward Child Labor 
Legislation 


By Pauw U. KELLOGG 
Editor of The Survey 


WONDER if one newspaper reader 

in ten realizes that we are witness- 
ing not one, but two issues of public 
control bearing down the road of self- 
government in. opposite directions: 
Federal prohibition enforcement and 
state child labor enforcement. Con- 
trary to all the laws of processions, the 
wetter the issue the more dust it kicks 
up. The working children of the 
“country are almost lost to sight in the 
rumpus; they might seem to be on a 
bypath, but if we look closer they are 
on the main highway. 

In prohibition we are testing out 
the enforciblity of a scheme of 
Federal control in the touchiest and 
most exasperating area of govern- 
mental interference—the habits of 
adults. We adopted it in the high 
names of health and morals. 

In protective labor legislation, we 
are testing out the sufficiency of a 
scheme of state control with respect to 
the most precious of our potential 
‘national assets—the conservation of 
children. And we have remanded it to 
the states in the high names of freedom 
and self-government. 

Incidentally, we so remanded it 
not on its merits, but as a back-kick 
against prohibition. 

Now everybody can get oif a wise 
crack about prohibition enforcement; 
the thing is dramatized with rum- 
running and the gun play of high 
binders, and police dogs guarding 
precarious cellars in respectable neigh- 
borhoods. It is personalized, and 
ens of thousands of agitated citizens 
have rediscovered their love of liberty 


in the pit of their stomachs. But 
child labor is more remote from the 
sources and stages and springs of 
public concern. 

If what happens to a wage-earning ` 
boy or girl were as near to us as what 
happens to our drinks; if the courts 
were clogged with suits for damages 
for wasted childhood, and stinted 
talents, and life-long handicaps as 
they are with liquor cases; if the head- 
lines over the shooting-up of the or- 
ganizer of a bootleg gang by his rivals 
were matched by those over the ne- 
glect of a state that lets fifty minors— 
boys and girls—be killed in its indus- 
tries in a single year, then we might be 
as keenly aroused over this question 
of state enforcement where children 
are concerned as we are over the 
question of Federal enforcement where 
whiskey and beer are concerned. 

Child labor and the Federal Govern- 
ment was the issue before the country 
two years ago when the 20th Amend- 
ment was up in most of the state legis- 
latures, and was turned down, or 
passed over by all but four of them. 
That. question will come back if the 
states fail to act. The child labor 
issue will not be settled until it is settled 
in an enduring way. But the question 


. as it stands before the country now, 


59 


with forty-four legislatures convening 
this winter, is not ratification of the 
Federal amendment, but what further 
the states are going to do themselves 
with respect to child labor within their 
own borders. 

One of the tests of whether a state 
comes within what is called the regis- 
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tration area, in the matter of the vital 
statistics that would put us on a par 
with other progressive nations, 1s 
whether or not it keeps accurate tally 
of the babies born to its citizens. 
- If it takes the trouble to register 
ninety per cent of their births it is 
included. The states which fall below 
this standard are: 


Alabama, Arkansas, Colorado, Georgia, 
Idaho, Louisiana, Missouri, Nevada, New 
Mexico, Oklahoma, South Carolina, South 
Dakota, Tennessee, and Texas. 


Accurate birth registration is more 
than a matter of statistics, It is a 
prerequisite of any state child labor 
law that has any teeth in it. Its 
absence undermines the enforcement 
of an age standard. It leaves a hole 
big enough for bus-loads of under-age 
children to be driven through ‘the 
provisions of a law by ignorant parents 
or grasping employers. On the other 
hand, it makes it difficult for the over- 
age child to get “‘working papers,” 


and if he is injured he may not be able 


to prove his age in those states where 
Ulegally employed children have no 
claim for compensation. 


SHORTCOMINGS IN COMPENSATION 
Laws 


Let me take up this matter of com- 
pensation, because it lies outside the 
provisions of most child labor laws, 
and so is a fairly independent index of 
how far serious local concern for pro- 
tecting children (on which we must 
lean if we rely on state action for 
regulating the employment of minors) 
has gone not only in many of the so- 
called backward states, but in states 
midway in the roll of child conserva- 
tion. 

And if I point out something of the 
shortcomings of our compensation 
laws, it is not because I am not ar- 
dently a believer in the constructive 
statesmanship that conceived them, 


the sincere, difficult and largely un- 
appreciated service that often goes. 
into their execution, as at the hands of 


‘the present Pennsylvania Compensa- 


tion Commission. 

The French, who seem to be able to 
combine national action with a mea- 
sure of liberty that has associated 
them with that word in the idealism 
of the Western World, have a law 
that, when a workman is permanently 
disabled, the amount of compensation 
shall be based on the number of 
years he is likely to live according to 
the insurance tables. An old man 
would thus receive a comparatively 
small award, and a minor would 
receive a much larger award because 
he has normally to suffer loss from his 
mutilation over many more years 
than an old man. But our American 
compensation laws have not adopted 
this reasonable principle to date. 
No mere money can ever compensate 
a boy or girl for the loss of an arm, or 
aleg,oraneye. Yet under our com- 
pensation laws they recover sums 
based on their juvenile wage rates. 
Such awards are very slight. They 
do not stimulate employers, who are 
virtually all insured against this cost, 
to adopt the strictest safety measures. 
If you kill a man’s cow, or smash his- 
Ford, its probable longevity will make 
the killing and the smashing come 
higher. But not if you kill or maim 
his boy. 

Moreover, twelve states throw the 
lever the other way round. They 
exclude from compensation minors 
who are illegally employed. These 
states are: 


Delaware, Ilinois, Iowa, Louisiana, Man- 
nesota, Nebraska, Oklahoma, Pennsylva- 
nia, Rhode Island, South Dakota, Vermont, 
and West Virginia. 


What is the use of enacting mea- 
sures protecting child workers, if you 
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specifically free violators of those laws 
from paying the penalty of their care- 
lessness of life and limb when it comes 
to boys and girls they have broken the 
law to employ?! 

The Consumers’ League of Penn- 
sylvania, with the aid of the Pennsy]l- 
vania Department of Labor, has given 
us some facts as to what this situation 
means in one great industrial state in 
one year. 

The year studied was 1993, In 
that year 

Ten working children under four- 

teen years of age were Injured at 
their work. 

Four less than sixteen years of age 

were killed at their work. 

Fifty-one sixteen and seventeen 

years of age were killed at their 
work. 

Eighty-one of that age were per- 

manently disabled at their work. 


1 It should be pointed out that damage suits 
can be brought in some of these cases, that is, 
cases where children illegally employed are in- 
jured. Ordinarily in Pennsylvania, I am in- 
formed, the employer when a self-insurer, or the 
insurance company carrying the employer’s 
insurance will enter into a compensation agres- 
ment regardless of the question of illegal employ- 
ment. One of the inducements for entering into 
such an agreement lies in the fact that such cases 
make excellent material for damage suits and it 
has been held by the Pennsylvania courts that a 
compensation agreement, executed and carried 
into effect by the payment of compensation, will 
bar a suit for damages until set aside by the 
Compensation Board. The occasional cases that 
have come before the Compensation Board in- 
volving illegal employment are all based upon 
efforts made by a claimant who has entered into 
a compensation agreement to have it set aside in 
order that the way may be clear for an action for 
damages, The Compensation Board has been 
averse to setting the agreements aside. The 
returns from compensation, though limited, are 
reasonably certain while those from an accident 
suit are highly speculative. Chairman T. Henry 
Walnut of the Pennsylvania Commission favors 
the amendment of the law to cover illegally 
employed children and to include a penalty at 
Jeast in those cases where the employment was 
knowingly entered into contrary to law. 


One hundred and fifty-two of that 
age suffered amputations be- 
cause of accidents in their work. 

Read the stories they have brought 

together of the suffering, the blighted 
hopes, the broken lives, the struggles 
and frustration of these boys and girls. 

But there is another side to this 

shield. It is possible not only to 
prohibit the employment of young 
children, but to prohibit the employ- 
ment of minors in dangerous pursuits. 
And it is possible to hold to book the 
ruthless employer, who gets the busi- 
ness edge on his competitors by cut- 


‘ting under the protective laws to get 


cheaper help. In New Jersey and 
New York he must pay double com- 
pensation to minors injured while 
illegally employed. In Wisconsin he 
has to pay double to minors injured 
while at work in lawful employments 
but without the required permit. 
And in Wisconsin he must pay treble 
for minors injured in prohibited 
employments. The Wisconsin expe- 
rience, and coupled with it the more 
recent New York experience, shows 
that this is a most effective stimulus 
to the obedience of child labor laws. 

These facts about the progressive 
states (and not a little of my other 
data) I got from Mrs. Florence Kelley 
of the National Consumers’ League, 
our most indefatigable champion of 
child labor legislation; and so I sup- 
pose that it was Moscow gold at 
Trenton and Albany and Madison 
that is bringing relief—if not restitu- 
tion—to working boys and girls in 
those states who have had tendons 
torn in the day’s work, or hands cut 
to a stump at the wrist; has brought 
safety to countless others. ,And in 
spite of the raucous opposition of 
some manufacturers and some manu- 
facturers’ associations, there has been 
many a forward looking employer who 
has thrown his weight, along with the 
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lebor anions and the social workers, 
and with citizens generally, behind 
such laws as those in Wisconsin and 
New dersey and New York, behind 
the general child Jabor laws on the 
statut2 books of most of our states, 
behinc the two Congressional acts 
which sought to set a national stan- 
dard. Granted the conscientious 
principles of not a few, I suspect that 
some Jf the loudest opponents of the 
Federal amendment are equally op- 
posed to state interference with hiring 
and firing, old or young. And yet 
there must have been, must be, some 
reasonable principle informing all these 
statutes which has appealed to so wide 
and varied a constituency of Ameri- 
cans, employers among them. 


Opposition TO GOVERNMENT ACTION 


In the days when the first state laws 
were >roposed, they were denounced 
as the entering wedge of a full-fledged 
socialssm, just as two years ago the 
Amendment was damned from end to 
end «f Massachusetts in paid ad- 
vertis2ments as the camel's nose under 
the tent that would let in nationaliza- 
tion cf children. As Americans, we 
deligHt in bogies; and when it comes 
to shrvers up our spines, Hallowe'en 
rather than the Fourth of July is our 
natal day. If one were to judge by 
some of the present exponents of 
extrene individualism, of modern 
libert7, of warmed over states’ rights 
and a rehashed latssea-faire, the pen- 
dulum has swung so far that we must 
throw out all social control through 
government action as a petty and 
fruitless attempt to settle things by 
passicg laws, and consign it to the limbo 
of exploded theory. Just as, in the old 
days, your extreme socialist denounced 
such laws as palliatives, delaving the 
day cf reckoning. 

Frcm one dogmatic ieee to the 
other the scarecrow has about-faced 


and blithers in the wind again. It 
has changed its coat, but it has the 
same old pants, and no legs in them. 
I refuse to see that it gets anywhere. 

Rather, there has been something 
which appeals essentially to our 
American common sense, and con- 
structive spirit, in the principle under- 
lying our protective labor legislation 
of the last quarter century, of which 
our child labor laws are representative. 

In a special sense our stout belief 
in opportunity for all vests in our 
hopes for children. We want them 
to have the chance we associate with 
the new world. We want our own 
child to have this chance. We want 
everybody’s child to have this chance. ` 
And working our way slowly, out of a 
commonwealth of farmers and settlers 
into an industrial nation, we were con- 
fronted with the necessity of seeing to 
it that our children get that American 
chance under the changed conditions. 
On the one hand, we woke up to the 
waste, the misery, the suffering of 
children who had gone into mills and 
factories, we woke up to the realization 
that this was something outside our 
ken in village and countryside, and it 
stirred our wrath and concern. On 
the other hand, we have not taken 
kindly as a nation to schemes of 
government ownership. Our jealousy 
of the American opportunity entered 
in again. Socialism has been regarded 
as an imported theory. At all events 
the general run of people refused to 
choose between it as an immediate or 
desirable political goal and letting the 
human wastage in industry go for- 
ward,—as some of its extreme oppo- 
nents, some of its extreme advocates, 
have argued they must choose. 

We were confronted with somewhat 
the same problem in the sanitary 
housekeeping of our cities. A man’s. 
house was his castle. He owned his: 
land, according to the old idea, from 
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heaven to hell. But when he built on 
his land a house for several families, 


a congregate dwelling in one of our. 


great and growing urban centers, 
where the health of one affected the 
health of all, then the law stepped in. 
It didn’t step in without a fight, and rt 
had to be new law, based on a new 
principle. Witness the uproar over 
the first tenement house law—the 
churchly landlords and legal big-wigs 
that viewed it with alarm and fought 
it. Butthelaw won. Inthe growing 
cities of our industrial epoch we set a 
bottom level. Below that level the 
state stepped in to regulate, to pro- 
hibit. Above that level a home 
builder had all the liberty in the 
world. Below that level were cellar 
dwellings, and unsanitary privies, 
and dark airshafts, and windowless 
rooms. The level had to do with 
light, fresh .air, and water—things 
we had had freely in small commu- 
nities. 


SETTING A Bottom FLOOR IN 
INDUSTRY 


So, if more slowly, came the move- 
ment to set a bottom floor for the new 
corporate American industry. Above 
that level, liberty: freedom to bargaln 
as men pleased, opportunity to ex- 

riment in striking the balance be- 
tween efficiency and democracy in 
industry; above that level opportunity 
to work out an industrial order con- 
sonant with our ideals as a people. 
The process is still on. But here and 
now by our industrial minimum 
standards we have subordinated not a 
few hoary abuses and new evils. We 
have condemned the 12-hour day and 
the 7-day week; we have outlawed un- 
guarded machinery, night labor for 
women, the premature employment of 
children. We have set a bottom floor 

or American industry—and if an in- 
try cannot operate above it we have 


a shrewd guess there is something the 
matter with the industry. 

It is this principle of the minimum 
which will help win the support of all 
conditions of Americans in the fights 
still before us to prevent further hu- 
man waste in industry. It can be 
relied on as a force in constructive 
public opinion in the efforts to secure 
state action in the field of child labor 
legislation. 

I would do nothing to stay such 
action. I would do everything to 
energize it. The welfare of hundreds 
of thousands of children waits upon 
it, and the National Child Labor Com- 
mittee is putting its expert service at 
the disposal of the states. 

But I believe one of the most fruit- 
ful methods of energizing state action 
is to keep the Federal amendment 
alive as a possibility. And my pro- 
found conviction is that if the states 
do not act it will become more than a 
possibility; 1t will become a national 
issue again which will not be so easily 
downed a second time. 

And I would point out that this 
principle of the industrial minimum is 
clarifying with respect to the con- 
troversy between Federal and state 
regulation. The Federal amendment 
is an enabling act. It would give 
Congress power which the courts 
denied Congress, but which the states 
themselves hold. Under such an 
amendment the states would still 
hold that power above whatever mini- 
mum level Congress might set for the 
country as a whole. And there are 
edged questions as to how long the 
conscience of the country shall have 
to wait for backward states to fall into 
line where so much of human treasure 
is at stake; how many commonwealths, 
new to industry, must learn what the 
older industrial states have learned to 
the cost of their youth. There is no 
factory so obscure that the children 
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It exploits do not become citizens of 
the United States. The business 
interests which get national tariffs, 
and national transportation systems, 
and rational banking laws, cannot 
count indefinitely on popular palsy 
when it comes to something close to 
the people’s hearts—once the people 
come-».o see what they can do about 
it. They cannot count on people 
failing to make distinctions between 
floor levels, and to see that we can 
readily ban our industrial sub-cellars 
and give free play to initiative above 
them—whether that distinction be 
witter in a state law for manufactur- 
ing establishments within 1ts borders, 
or whe-her that distinction be written 
broadly in a Federal act, setting a 
national minimum and giving the states 
free pley in their law making and in- 
dustria. practice above and beyond it. 

When fourteen states seem to care 
so little for their children that they 
fail to register one out of ten of them; 
wken six states, two of them (Missouri 
and North Carolina) with great man- 
ufactur.ng industries, have no com- 
pensatien laws at all, so that maiming 
a child at work is cheaper than break- 
ing a machine or spoiling a hank of 
raw ma-erial; when most states with 
compensation laws base their awards 
on wag2s, so that the younger the 


worker injured the less the employer 
has to pay; when at least seventeen 
states are so indifferent to industrial 
injuries to minors that they do not 
record them separately; and when 
twelve states, Pennsylvania among 
them, exclude from compensation all 
children illegally employed, thereby 
putting a premium on the outlaw em- 
ployment of under-aged boys and girls 
—then it would seem that those who 
believe that state laws are sufficient 
to safeguard the oncoming generation 
of Americans have a heavy burden of 
proof to show that the states are alive 
to those children’s interests. ‘They 
will have to bestir themselves in secur- 
ing state laws and state enforcements, - 
adequate and country-wide, if they 
hope to keep down permanently the 
issue of national minimum standards 
protecting every growing boy and girl 
in America. 

And those others who oppose such 
a course, not from conviction, but 
from a shortsighted selfish interest 
may not always have the prohibition 
issue to throw dust in the argument; 
nor Bolshevism as a bug-bear; nor be 
able to fool all the farmers all the time 
with the clap-trap that a Federal act 
will keep their sons from doing chores 
and their daughters from washing the. 
dishes. 


The Defeat of the Twentieth Amendment 


By Tuomas F. CADWALADER 
Chairman, Sentinels of the Republic 


HE proposed Twentieth Amend- 
ment to the Constitution of the 
United States, passed by more than 
two-thirds of the House of Repre- 
sentatives and of the Senate and sub- 
mitted to the states on June 2, 1924, 
is practically conceded to have been 
defeated. Thirty-six of the state legis- 
latures have definitely rejected or 
refused to ratify the amendment; four 
only have ratified. In one state, New 
Mexico, ratification was accomplished 
in the House, but no action has been 
taken in the Senate. Five state legis- 
latures have adjourned without taking 
any action at all, and two, Maryland 
and Alabama, have had no session of 
their legislatures since the submission 
of the amendment. At least twenty 
states have certified to the State 
Department at Washington the fact 
that they have considered and rejected 
the amendment. Thirty-six ratifica- 
tions are necessary for its adoption. 
ct i3 apparent that they cannot be 
i secured within any reasonable time, 
. and as the Supreme Court has held that 
ratification must occur within a period 
that can be called contemporaneous 


with the proposal of the amendment 
by Congress, it is safe to say that this 


proposed amendment is dead. 


This is the fifth amendment actuelly 


proposed by Congress that has failed 
of ratification. Two of the original 
twelve, submitted by the first Congress, 
failed of adoption by lack of one or 
two states, leaving the other ten to 
constitute what is commonly called 
the “Federal Bill of Rights.” An- 
other amendment proposed about 1812 
“to deprive of citizenship all persons 


accepting gifts or honors from foreign 
governments, likewise failed of adop- 
tion by a very narrow margin. The 
so-called Corwin Amendment, proposed 
in 1861, immediately prior to Lincoin’s 
inauguration, in order to forestall 
secession by making the domestic 
institutions of the states inviolable, 
was abandoned and forgotten during 
the four years of Civil War. Thus, for 
sixty-four years no amendment pro- 
posed by Congress had failed of 
adoption and, with one exception, no 
such amendment had failed for one 
hundred and thirteen years. It might 
be added that no amendment enlarging 
the powers of the Federal Government 
at the expense of the states had ever 
failed to be carried through before. 


ACTIVE OPPOSITION 


It is true that the proposed Twen- 
tieth Amendment was a far more 
direct and vital invasion of the reserved 
powers of the state governments than 
any that had gone before. It is also 
true that it was the first amendment 
proposed by Congress that would have 
vested in the Federal Government 
an unlimited power over any class of 
the population. For these reasons, it 
was vigorously opposed by many public 
spirited citizens in all walks of life, and 
although such organizations as the 
National Association of Manufacturers, 
the National Grange, the American 
Farm Bureau Federation, and others, 
took an active part against it, they 
only did a small part of the work that 
private citizens, constitutional leagues 
and other purely patriotic and dis- 
interested bodies undertook. Among 
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others, the Sentinels of the Republic, 
an organization formed for purely 
public purposes and supported entirely 
by vountary contributions, took a 
leading part. In the State of Massa- 
chusetts, whose legislature in 1924 had, 
by a large majority, petitioned Con- 
gress to enact such an amendment, a 
popula> advisory referendum was held 
in November, 1924, upon the question 
of ratification. About a million votes 
were cest after a very thorough public 
discuss:on and the result was in favor 
of rejection by three to one. The 
legislatares of four of the New England 
states were very nearly unanimous 
against the proposal. The Sentinels 
of the Republic had a large share in 
present ng the arguments to the people 
of New England, both through the 
press aad on the platform. Nor did 
they ccnfine their activities to New 
England. Ata largely attended public 
meeting in Philadelphia in December, 
1924, they carried the campaign against 
such an extension of the Federal power 
mto a state which had, ever since the 
Civil War, supported the doctrine of 
centralization. At this time Pennsyl- 
vania was almost as emphatic as New 
Englanc and the South in rejecting 
the proposed grant. 

Among the arguments used in the 
course of this campaign appeared from 
time to time the statement that the 
amendrent would authorize the na- 
tionalizetion of children, and its ad- 
vocates were accused of seeking to 
introduce the principles of bolshevism. 
The opponents of the amendment 
were roundly denounced for making 
this accusation. Many responsible 
persons, however, were not afraid to 
repeat it. They took the position, 
not that the majority of the amend- 
ment acvocates were communists at 
heart, bat that they were misled into 
supporting a measure whose legal 
effect would be the introduction into 


the American Constitution of a dis- 
tinctly communist principle. The prin- 
ciple that the child is a ward of the 
state, and that it is legal for the state 
to supersede the parents and direct 
the child, up to the age of eighteen, 
whether he shall work at all, at any 
occupation, and thus control his live- 
lihood, irrespective of considerations 
of public health, safety and morals, 
is one that has hitherto been excluded 
from American soul. The power to be 
conferred by the amendment of pro- 
hibiting any and all labor up to eighteen 
might never be used to its full extent, 
but the mere granting of such power 
would radically alter the relation of the 
citizen to the government. If the 
existence of such arbitrary authority 
over the very lives of young people 
should once be conceded, what sanctity 
could be claimed for the personal 
liberties or the property of any class 
of the population? The Supreme Court 
has well said: “The theory of our 
governments, state and national, is 
opposed to the deposit of unlimited 
power anywhere.”! This amendment 
by its terms would vest in Congress 
unlimited power to enforce a state of 
idleness upon all or any part of the 
population that had not reached the 
age of eighteen. By necessary impli- 
cation, of course, Congress could go 
further and provide for the support 
and maintenance of the idle youth, 
and possibly could regulate their 
education and their recreation by way 
of enforcing & total prohibition of 
productive labor, whether such labor 
be at home, on the farm, in the factory 
or elsewhere. 

There is no question, of course, as to 
the authority of the several states to 
regulate the conditions of the employ- 
ment of minors, and even of women, 
with regard to their effect on the health, 
morals and safety of'the population. 


1 (Loan Asso. v. Topeka, 20 Wall. 668.) 
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The prohibition of work in factories and 
elsewhere of immature children and the 
requirement that they shall attend 
schoo! for a reasonable time, are rec- 
ognized portions of the police power 
reserved by the states. All such legis- 
lation has to bear the test of the rule of 
reason implied in the guaranty of life, 
liberty and property against arbitrary 
action by either the states or the Fed- 
eral Government. But the express 
terms of this amendment authorize the 
prohibition of all work without any 
regard to the rule of reason, and, 
consequently, without the possibility of 
a review in the courts and the striking 
down of any unreasonable invasion of 
the most sacred right of any free man, 
that is to say, his right to work for his 
livelihood or for the support of those 
near and dearto him. If the Constitu- 
tion of the United States should no 
longer guarantee this right, it is hard to 
see how its guaranties of the rights of 
property and contract could for long 
be sustained against the legislative 
power. 


A Fauumn IDOL 


This, which was probably the most 
fundamental ground of objection to 
the proposed amendment, was doubt- 
less only partly appreciated by the 
bulk of the amendment’s opponents. 
The objection to increasing the powers 
of the Federal bureaucracy and the 
further stripping of the state and local 
governments of their proper respon- 
sibilities, formed, perhaps, the more 
obvious and indeed all sufficient reasons 
for the rejection of the measure. This 
indicates a profound change in the 
attitude of the public. A very few 
years ago the response of the average 
man to any criticism of local adminis- 
tration of the law was to apply to the 
Federal Government to take charge. 
Federal efficiency was everywhere con- 
trasted in the public mind with state 
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and local inefficiency. The Federal 
courts in criminal cases convicted a far 
larger proportion of criminals tried 
before them than did most state courts. 
In civil cases their judgments were 
looked up to with higher respect. The 
administrative officers of the govern- 
ment seemed in general unapproach- 
able, efficient and, one might say, 
relentless in performing their duties. 
Now, this impression has largely 
vanished. Not only the great object 
lesson of the failure on the part of the 
Federal Government to enforce the 
prohibition law, even to a reasonable 
extent, in the great centers of popula- 
tion, but their extraordinary inability 
for long periods of time to check smug- 
gling, and to enforce the restraints on 
immigration, the break-down of the 
policy of curbing trusts and monopolies, 
the frequent exhibitions of inefficiency 
in such long established and peculiarly 
proper Federal functions as the Post 
Office, the Navy, the Army, the public 
lands, and last, but not least, in the 
administration of the income tax with 
its aggravating burden of “red tape” 
and delays—all these experiences have 
produced in the average citizen a re- 
vulsion of feeling. No longer does he 
think that Washington is the center 
of efficient government. He sees the 
Federal courts congested with petty 
cases and the wheels of justice refusing 
to revolve. He sees settlement of his 
personal affairs delayed for years, 
while the intimate details of his busi- 
ness are bandied to and fro between the 
desks of officialdom. He sees the boot- 
legger thrive and partakes liberally 
of his products. He reads that even 
foreigners coming to our shores are 
subjected, without apparent reason, to 
nameless indignities at Ellis Island. 
On the other hand, he knows that he 
has not the same trouble with the 
authorities in his own city and state. 
Justice is administered far better in 
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some states than in others, but in few 
is it subject to the delays and techni- 
calities that hamper litigation in the 
“Federal courts. His liberties are but 
slightly interfered with by his home 
government, and if the settlement of an 
estate entails complications, he finds 
the officials not only accessible, but 
willing to take those reasonable short 
cuts that the Federal bureaucracy 
never takes, except occasionally for 
sinister reasons, but without which 
neither public nor private business can 


ever get ahead. 


DANGERS or CENTRALIZATION 


( 

The American public in short is 
waking up to the fact that a centralized 
bureaucracy is an inefficient form of 
government. It was not the injustice 
or cruelty of the government of the 
Czars that produced the Russian 
Revolution. It was its frightful in- 
efficiency in the face of grave emer- 
gency. The theoretical advantages of 
popular government would never have 
enabled the liberal forces which brought 
about the fall of the autocracy to 
accomplish their purpose if the people 
and the army had not been entirely 
alienated by a government that was 
sending its troops into battle without 
rifles, guns or ammunition. In the 
smaller European nations, centralized 
bureaucracy, in order to survive, is 
compelled to attach itself to despotic 
power, as in Italy and Spain. Russia, 
after its first brief experiment, has been 
compelled to revert to this Asiatic 
type of government. Democracy and 
bureaucracy are fundamentally in- 
compatible, because bureaucracy can- 
not by its nature respond to popular 
needs and democracy is incapable of 
controlling its operations. 

The truth seems to be that modern 
civilization is so infinitely complex that 
its regulation from above is beyond the 
controlling power of any group or or- 


ganization of men. A dictator, it is 
true, may impose his will on a nation 
for a certain length of time and steer 
it in a certain direction. The error of 
his course may be all the greater be- 
cause it is not apparent to contempo- 
rary critics. Peter the Great some two 
or three hundred years ago created the 
Russian Empire and for a long time his 
handiwork might be pointed to as proof 
of his statesmanship. But the greatest 
contribution of Russia to world history 
is probably the demonstration of the 
danger that exists in creating such 
massive governmental structures whose 
inevitable fall brings about the most 
irreparable ruin. 

It is hard to say whether the framers 
of the American Constitution or any 
of them were conscious of the ultimate 
dangers. inherent in the concentration 
of power. As individuals they were 
chiefly concerned with the preservation 
of the individual liberties of themselves 
and their children. They formed a 
government decentralized for peace, 
but holding concentrated power for war. 
The forces of concentration have ap- 
peared at times immensely strong and 
it has seemed that our whole system 
was gravitating towards imperialism 
as by an invincible attraction. It has 
seemed to some that the rejection of 
the proposed Twentieth Amendment 
‘was a case of halting on the brink of the 
precipice. But there have been other 
occasions when the same halt has been 
made. The Fourteenth Amendment 
was no doubt intended by its promoters 
to produce a complete concentration of 
legislative power in Congress. They 
found it necessary, however, in order 
to accomplish this, to load it down with 
purely political clauses that appealed 
at that time to the dominant majority. 
They carried it with the help of these 
clauses in spite of its ulterior purpose 
which was largely concealed from the 
people. The Supreme Court in con- 
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struing it later by a five to four 
‘ decision, adopted the probable views of 
\ the people whose representatives rati- 
fied the Amendment instead of the 
secret hopes of its draftsmen and 
promoters.2 So construed it became 
a mere prohibition against the states 
from denying the individual liberties 
that their governments had been 
created to protect, and it has operated 
to vest no important powers in Con- 
gress other than those which that body 
had always enjoyed. 


PoPpuLAR OPPOSITION 


At the present time the tendency 
towards centralization has not been 
Besiste merely by a five to four 
decision by the Supreme Court, al- 
though in the first child labor case? 
a five to four decision did prevent the 
extension of bureaucratic power over 
this subject, through a perversion of 
the commerce clause. But the funda- 
mental issue, whether to vest plenary 
power in Congress over the intimate 
domestic relations of the people, has 
been answered in the negative by an 
amazing popular majority, not con- 
fined to any state or section of the 
Union. While it is true that in 
$ Massachusetts alone the question was 
_ directly submitted to the voters, yet 
every legislature that rejected the 
Amendment, with one or possibly 
two exceptions, was elected after its 
proposal and when the matter was 
being debated by the public. The 


2? Slaughter House cases, 16 Wall, 36. 
3 Hammer y. Degenhardt, 247 U. $. 251. 


legislative majorities in favor of rejec~ 
tion were in almost all cases enormous, 
showing a tremendous weight of popu- 
lar opposition to the project. It is g 
striking commentary on the aloofness 
of Washington from the currents of 
popular feeling that this repudiation 
of their work came as a complete 
surprise to the Congress which had by 
a large majority in spite of vehement 
protests submitted the proposal. It 
must be taken to indicate that the 
scheme of local self-government upon 
which the Constitution is based is one 
that at heart still appeals to the people 
of all of the United States. Even one 
of the four ratifying states—Arkansas, 
which ratified before the election of a 
new legislature—after further con- 
sideration, sought to recall its act, 
and if the result had then been in 
doubt, would probably have proceeded 
to test its disputed right to do so. 

The contest between federalism and 
imperialism, or local self-government 
and centralization, will, of course, con- 
tinue. But it is refreshing to believers 
in the principles of Anglo-Saxon liberal- 
ism to find that after one hundred and 
thirty-six years of experience, the peo- 
ple of the United States of America 
are still unwilling to adopt a scheme 
essentially foreign to all their ante- 
cedents. Like the English barons 
who, when pressed at the field of Merton 
to adopt the law of Rome in place of 
their own, clashed their shields and 
shouted, “Nolumus leges Angliae mu- 
tare,” the legislatures of the sovereign 
states of the Union have in the year 
1926 given the same reply. 


What the National Child Labor Committee Is Doing 
at the Present Time 


By Winey H. Swert 
Acting General Secretary, National Child Labor Committee 


HAVE been requested to tell some- 

thing of what the National Child 
Labor Committee is doing at the pres- 
ent tine and this I gladly do. The 
fact that I shall not discuss child labor 
and the Federal Government should 
not be -aken to indicate any opposition 
on the part of the National Child Labor 
Commistee to the Child Labor Amend- 
ment. It believes in the principle and 
in the “orm as adopted by Congress, 
and alsc in the social value of co-opera- 
tion between the state and the nation 
not only in matters relating to the em- 
ploymert of children, but also in other 
matters. It believes that the nation 
should Le in position to give full pro- 
tection to every child from harmful 
employment whenever the family, the 
communtty, the country and the state 
all fail. 

The Committee, seeking to insure 
reasonabde protection from harmful and 
therefore wrongful employment by 
whatever legitimate means possible, 
concerns itself far less with the means 
than witL the end. Full protection for 
every chid could be provided by state 
legislation. The people in failing to 
ratify the Amendment, we feel sure, 
had no ntention of expressing dis- 
approval of all child labor regulation, 
but they did indicate a very decided 
preference to travel the state road to 
the goal end the Committee is ready, 
as it has always been, to travel with 
them. 

Time dces not wait and the tendency 
is for some children to enter industry as 
soon as tke law permits. The law of 
any state, even where poorly enforced, 


undoubtedly serves as a standard by 
which most people govern themselves. 
For the sake of those children who are 
now employed, or who may be em- 
ployed within the next four, six or 
eight years or more, the Committee 
feels that it should devote its attention 
to the matter of improving conditions 
and of preventing harmful employment 
by reasonably good state laws a 
quately enforced. P 

No sane person in this country € 
sires or is willing to do any injustice to 
any child. Whatever harm is being 


- done to children or society by improper 


child employment comes as a result, if 
not of ignorance then at least of a fail- 
ure to understand the cost of child 
labor on the one hand, and proper 
standards on the other. The people 
must have some standard by which to 
measure themselves. 

The legislatures of more than forty 
states will meet in 1927. The child 
labor laws of most of them should be 
improved in one or more respects, and 
it is practically certain that the subject 
will be given some consideration m 
every one of these states. Realizing all 
this, the National Child Labor Com- 
mittee after very careful study has 
prepared and distributed as widely as 
possible a statement of Minimum 
Standards as follows: 


MINIMUM STANDARDS 
I. No child under fourteen to be em- 
ployed at any gainful occupation. 
II. No child under sixteen to be em- 
ployed: 
1, At any work or in any place dan- 
gerous, injurious or hazard- 
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ous. Places and occupations 
known to be dangerous, in- 
jurious or hazardous for chil- 
dren under sixteen should be 
enumerated in the law, but au- 
thority should be delegated to 
some state board to extend 
the list. 

3. After seven at night or before six 
in the morning. 

3- For more than eight hours a day, 
or six days or forty-eight hours 
a week, 

4. During the hours when the pub- 
lic school is in session unless 
the child has completed the 
eighth grade or its equivalent. 

5. Unless the employer gets a work 
permit from the proper school 
official upon the following four 
conditions: (Except that no 
work permit is to be required 
for work in domestic service or 
agriculture). 

(a) A promise of employment 
showing the exact nature 

` of the work. 

(b) Evidence that the child is of 
legal age for that specific 
employment, 

(c) Evidence that the child has 
completed the eighth grade 
of the public school or its 
equivalent. If all other 
requirements are complied 
with, this should be waived 

~ during the time the public 

school is not in session, a 
special vacation work per- 
mit being issued. 

(d) A statement by an authorized 
physician showing that he 
finds the child physically 
fit for that particular em- 
ployment. 

nr. No child under eighteen to be em- 

ployed at any work or in any place 
dangerous, injurious or hazardous 
for children under eighteen. 
Places and occupations known to 
be dangerous, injurious or hazard- 
ous for children under eighteen 
~ should be enumerated in the law, 
but authority should be delegated 


to some state board to extend the 
list. 

The National Child Labor Commit- 
tee hopes that by the time the Federal 
Amendment is ratified by thirty-six 
states, if it is, these standards will have 
become so well fixed not only in the 
body of the law of every state, but in 
the mind of every thinking citizen and 
as a part of the community custom, 
that when the Federal Amendment is 
ratified there will not be nearly the 


. necessity for thinking about Minimum 


Standards as at present. 

Suppose a farmer has a meadow 
ready to cut and can’t get a mowing 
machine. What is he to do? Wait 
around fussing with his neighbors be- 
cause none of them will lend him a ma- 
chine until the grass is ruined? Not at 
all, if he is wise. He gets himself a 
good scythe and wades in. A good 
man can cut a stack of hay any day 
and a stack of hay is not to be grinned 
at when the wind blows in January. 

The illustration makes clear the 
policy of the Committee. 

Whether the Federal Child Labor 
Amendment is or is not to be ratified, 
is of course a matter for the people to 
decide. While they are deciding, or 
even if they should decide not to ratify, 
the wise course it seems to us would be 
for the different states so to improve 
their laws regulating the employment 
of children that no child in the whole 
country would live without protection 


- from exploitation by law. State law 


if it does the job is as good as any other 
law. In fact, it may be said that the 
most ardent advocates of the Federal 
Child Labor Amendment have from 
the first clearly understood that most 
of the job should be done by the states, 
and in pressing for the Federal Amend- 
ment we have only sought a way by 
which helpful co-operation could be es- 
tablished between the nation and the 
different states. 


The State, the Nation and the People’s Needs’ 


_ By Hon. Grrrorp PincuoT 
Governor of the Commonwealth of Pennsylvania 


HERE has been much discussion 
of late as to what taxes may prop- 
erly be collected and what expendi- 
tures may properly be made by the 
state and Federal governments re- 
spectively. This is so basic a matter 
that the view adopted concerning it 
necessarily controls not only in finan- 
cial affairs but in the whole scheme of 
our institutions. In particular it must 
influence the answer we make to the 
vital question: By whom shall our 
governments be dominated, and for 
whose benefit shall they be conducted? 
Under the Federal Constitution the 
state and Federal governments are 
friendly allies, not opposing interests, 
in spite of much talk to the contrary. 
Let me recall that in an address de- 
livered at the dedication of the pres- 
ent State Capitol of Pennsylvania in 
1906, Roosevelt quoted with approval 
a letter of James Wilson, a great Penn- 
sylvanian, signer of the Declaration of 
Independence, maker of the Federal 
Constitution, and Associate Justice of 
the Supreme Court of the United 
States, and said: 


He (Wilson) laid down the proposition 
that it should be made clear that there were 
neither vacancies nor interferences between 
the limits of State and National jurisdic- 
tion; and that both jurisdictions together 
composed only one uniform and comprehen- 
sive system of government and laws; that is, 
whenever the States cannot act, because 
the need to be met is not one of merely a 
single locality, then the National Govern- 

iThis is in part an address given by Gov- 
ernor Pinchot at the Governors’ Conference held 
in Cheyenne, Wyoming, July 26, 1926. 

— Tre Enrror. 
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ment, representing all the people, should 
have complete power to act. It was in the 
spirit of Wilson that Washington, and 
Washington’s lieutenant, Hamilton, acted; 
and it was in the same spirit that Marshall 
construed the law. 


Chief Justice Marshall pointed out 
the danger of the opposite view with 
admirable clearness. 


Powerful and ingenious minds, said he, 
taking, as postulates, that the powers ex- 
pressly granted to the government of the 
Union, are to be contracted, by construction, 
into the narrowest possible compass, and 
that the original powers of the States are 
retained, if any possible construction will 
retain them, may, by a course of well di- 
gested, but refined and metaphysical rea- 
soning, founded on these premises, explain 
away the Constitution of our country, and 
leave it a magnificent structure indeed to 
look at, but totally unfit for use. 


NEED FOR STATE AND FEDERAL 
CO-OPERATION 


I bave small sympathy with the view 


which regards every new use of the > 


"e 


1 


Federal power as necessarily a usurpa- * 


tion of rights properly belonging to the 
states. The recent outburst against 
President Coolidge's order for the 
co-operative use of state and local 
officials in law enforcement is a typical 
example. Federal and state action 


should be co-operative, and not hos-, 


tile. This principle of Federal and 
state co-operation we have applied in 


the Pennsylvania Water Power Act of - 


1928, which alone among the laws of 
all the states, so far as I know, co- 
ordinates Federal and state authority 


over water power development into a ` 


harmonious and complete whole. 
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I deprecate the tendency to attack 
in a spirit of hostility the Federal 
Government for what it is properly 
doing for the people of the individual 
states. At the same time I insist that, 
as Roosevelt said, “the several States 
must do their duty or our citizenship 
can never be put on a proper plane.” 


THe Exercise Or FEDERAL Power 


But I recognize the fact that modern 
progress in America depends upon, 
and is inseparably bound up with, an 
increasing exercise of Federal power. 
This is true not only because modern 
means of communication—the rail- 
road, the transcontinental telegraph 
and telephone, the motor car, the aero- 
plane, and the radio—must continue to 
result in a constantly closer national 
unity, but also because the problems 
before our people are in constantly 
increasing measure national problems 
beyond the powers of the states to solve. 

The exercise of Federal power is 
growing and will continue to grow. It 
is growing not only because that 
growth is a nécessity of our national 
existence, not only because we cannot 
otherwise protect the people against 
oppression by huge concentrations 
of wealth, but also because govern- 
mental units less than the Nation 
sontinually fail to do the things the 
xeople need; and the Nation itself 
s therefore obliged to make their failure 
300d. 

If the people need action and a 
-ownship fails to supply it, the county 
1aturally steps in; if the county fails, 
che state steps in; if the state fails, the 
Nation steps in. Many things are be- 
ng done to-day by the Nation simply 
yecause the states, for whatever reason, 
ave failed to give the people what 
hey properly require. 

Because the public utility corpora- 
jons of Pennsylvania thirteen years 
igo, and again in 1925 and 1926, de- 


feated legislation to give the State Pub- 
lic Service Commission control over se- 
curity issues, I was compelled this year 
to ask the Federal Power Commission 
to control the security issues for fi- 
nancing the Conowingo Hydro Electric 
Project now being constructed on the 
Susquehanna River under Federal li- 
cense. The Nation stepped in, and 
the people were protected after all. 

In guaranteeing the movement 
across state boundaries of men, goods 
and information, unfettered by state 
restrictions, the Federal Constitution 
contributed the greatest man-made 
element to the economic well-being of 
the people of all the states. This it 
was that opened to American skill and 
American energy, armed with the 
equipment that we call capital, the 
greatest economic opportunity that 
mankind has ever had. 

This guaranty gave to American 
business its unmatched opportunity 
for expansion over half a continent. 
It also made impossible any generally 
effective state control of that expanded 
business, and by so doing made neces- 
sary the exercise of Federal control. 
The present outery for state rights for 
the most part ignores this fundamental 
necessity. 

A state is no longer, if it ever was 
at all, a natural economic unit. The 
great public services which supply 
transportation, light, heat and power; 
the huge corporations which make, 
prepare, and sell steel, oil and coal to 
the citizens of a single commonwealth, 
are no longer confined within its 
boundaries. Their enormous resources 
in wealth, in political and social in- 


' fluence, and in legal ability are con- 


fined by no state lines and make the 
individual states in most cases, if not 
in all, helpless before them; and no 
one knows that better than the great 
monopolies themselves. 

To illustrate, the outstanding barrier 
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to effective state control over telephone 
service by companies operating within 
the several states is the American Tele- 
phone and Telegraph Company. The 
problem of regulating it is the despair 
of all state utility commissions. The 
same difficulty inheres in every utility 
holdinz company which controls operat- 
ing companies in two or more states. 

Agan, there is no better example of 
how a problem breaks across state and 
regione] lines in an emergency than in 
the present agricultural situation. No 
practical man believes that the prob- 
lem, fœ example, of wheat production 
and dstribution, or of corn, can be 
ecnfined to any individual state or 
solved by any individual state. It is 
a national question, and can be nothing 
else. 


Law ENFORCEMENT 


Ther2 are to-day, three outstand- 
ing problems before the Nation— 
one mainly moral and two mainly 
economic. The moral problem—the 
greatest we have—is that of law en- 
forcement. In dealing with that there 
must be no twilight zone between state 
and Federal authority where the ene- 
mies of society may hide themselves 
and escape punishment. Neither can 
we suffe- the state-made nullification of 
our National Constitution, whether 
under tke guise of a state referendum or 
by the failure of the state to exercise its 
co-ordinate powers. State and Na- 
tion both are needed in this fight for the 
Constitution, for self-government, and 
for natioaal self-respect. All the power 
there is is not too much to exercise 
against the alcohol criminals. 

An admirable example of the failure 
to co-operate from which criminals 
profit wes the order of Secretary Mel- 
lon, in reply to my request for permis- 
sion to the State Police to inspect 
breweries under Federal permit, in 
which he allowed them to enter the 


breweries during business hours only, it . 
being, of course, well known that 
crimes are always committed during 
business hours and never after closing 
time. 


CONTROL OF MONOPOLIES 


Two great economic problems look 
our people squarely in the face. One 
is the conservation and wise use of our 
natural resources, so as to perpetuate 
our national life. The other is the 
control of great nation-wide corporate 
monopolies, so as to perpetuate our 
national institutions. Of this control 
Roosevelt said: 


But it is our clear duty to see, in the in-_ 
terest of the people, that there is adequate 
supervision and control over the business 
use of the swollen fortunes of today... . 
Only the Nation can do this work. To 
relegate it to the States is a farce, and is 
simply another way of saying that it shall 
not be done at ell. 


It should never be forgotten for a 
moment how much of the agitation 
against the use of Federal powers for 
the protection of the people comes 
originally from the great monopolistic 
corporations and their allies, They 
are against Federal control where Fed- 
eral control can be effective. But 
they are equally against State control > 
where State control can be effective. 
What they are really against is any ef- 
fective control by whomsoever ex- 
ercised. The one principle from which 
they never depart is opposition to any 
exercise of power by the people to 
prevent the corporations from dealing 
with the people solely in the interests of 
the corporations. 

I do not speak of this matter from 
hearsay. I have served both the Nation 
and my own state, and in both capaci- 
ties I have seen great monopolies using 
their resources to the limit to prevent 
the exercise of whichever power had y 
undertaken in any case to regulate 
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hem efficiently in the public interest. 
By definite practical contact, extend- 
mg over more than a quarter of a 
zentury, I have learned the utter 
futility of attempting to regulate in- 
Lerstate corporations by the action of a 
single state. Experience, which is the 
best of all teachers, has convinced me 
for good and all that nation-wide evils 
must be met by nation-wide remedies. 
I am a loyal Pennsylvanian, but I 
am an American first. My state is 
the Keystone State, and the Nation has 
never called upon it in vain in any crisis. 
There is no more powerful common- 
wealth in America, but for all that I 
cannot shut my eyes to the essential 
fact that the steel trust, the oil trust, 
and greatest and most formidable of all, 
the growing electric trust, cannot be 
adequately dealt with for the protec- 
tion of Pennsylvanians by Pennsyl- 
vania alone. ` 
This is not to say that the state 
governments are not of high and in- 
creasing importance. Like the Federal 
Government, they are steadily at- 
tracting to themselves new functions. 
They are taking over from local gov- 
ernments important duties in highway 
construction and maintenance, in school 
financing and standardization; and in 
safeguarding the public health. To 
these they are adding new functions 
hitherto unperformed by any govern- 
ment, such as forest and water con- 
servation, control of labor conditions, 
assistance to agriculture, and others. 
These functions cannot be fulfilled as 
the public welfare requires unless a 
state government is efficiently or- 
ganized, soundly financed, and eco- 
nomically administered in the interest 
of the whole people of the state. 
There has been much talk against 
Federal appropriations to states on a 
fifty-fifty basis for the protection of 
ferests, the building of roads, the 
safeguarding of childhood and the as- 


sistance of the farmer. Some of these 
protests come from my own state. 
They are based on the narrow and un- 
worthy theory that each state exists 
for itself alone; that national taxes 
raised in Pennsylvania or in New York 
must never be expended by the Federal 
Government outside the states in which 
they are collected; and generally on the 
idea that we are not a nation but a mere 
agglomeration of independent com- 
munities each mainly anxious to get or 
keep everything it can at the expense of 
its neighbors. 

This attitude of petty selfishness is 
widely and sometimes successfully em- 
ployed as an appeal to local prejudice 
by the servants of monopolistic cor- 
porations in Congress whose actual 
purpose is certainly not the advantage 
of the plain people whom at the time 
they happen officially to represent. 

Federal taxes raised in New York or 
in Pennsylvania are not alone the result 
of industries or activities in those 
states, but necessarily include the 
product of natural resources or in- 
dustrial enterprises in other states. I 
have yet to be convinced that the ex- 
penditure of the Nation in the con- 
struction, for example, of the Salt River 
Reclamation Project in Arizona or in 
the improvement of New York Harbor 
is adding solely and only to the pros- 
perity of the localities in which the 
actual work is done. 


CONSERVATION OF NATURAL 
RESOURCES 


My own experience in forestry and 
in the conservation of other public re- 
sources confirms strongly the theory 
that the Federal Government has 
worked generally for the interest of the 
average man. The charge made years 
ago that Wyoming and the other west- 
ern states would suffer because of the 
support of the strong arm of Federal 
co-operation in forestry, irrigation, etc., 
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has fallen flat. ‘To-day the prosperity 
and wide improvement of the West, 
and the attitude of its people, supply 
the conclusive answer. 

For over one hundred years a na- 
tional system cf highways has been the 
dream of American statesmen. Now 
that dream is being realized, and real- 
ized largely because the Federal Gov- 
ernment is assisting the several states 
by spending money for highway con- 
struction in co-operation with them. 
And if some Federal money raised in 
Pennsylvania should be spent in pro- 
moting the prosperity and purchasing 
power of other states, it is bread upon 
the waters, for the industries of Penn- 
sylvania will find that their bread will 
return to them even after many 
days. 

I have yet to find reason for believing 
that the Golden Rule is less applicable 
to states than it is to individuals. 
Therefore Pennsylvania is protecting 
from pollution within her borders the 
public water supplies of the State of 
Maryland, and this just as carefully as 
she protects those of her own cities. 

There are also regional questions 
which do not include the whole Nation, 
and which can best be handled by the 
means provided in the Federal Con- 
stitution of compacts between groups 
of states. 

Last year Pennsylvania sought con- 
trol by this metkod of electric holding 


‘governmental paralysis. 


companies doing business in a number 
of states, and electric operating com- 
panies doing interstate transmission. 
We were baffled by the extreme State 
Rights doctrinaires of a neighboring 
state. The result is that the process 
of combination in the electric business 
is going on by giant strides without due 
regulation by any authority, Federal, 
regional, or state. It is a perfect ex- 
ample of how mutual jealousies be- 
tween state and Nation benefit none 
but those who would escape the power 
of both. 

Roosevelt described himself as a 
strong Nationalist, and believed in the 
necessity for increasing the power of _ 
the Federal Government. So am and 
so do I. 


If, said he, we fail thus to increase 
it, we show our impotence and leave 
ourselves at the mercy of those ingen- 
ious legal advisers of the holders of 
vast corporate wealth who... are 
ceaselessly on the watch to cry out 
that the Constitution is violated when- 
ever any effort is made to invoke the 
aid of the National Government... . 
The doctrine they preach would make 
the Constitution merely the shield of 
incompetence and the excuse for 
They treat 
it as the justification for refusing to. 
attempt the remedy of evil, instead of 
as the source of vital power necessary 
for the existence of a mighty and ever 


growing Nation. 


Prohibition Enforcement as a Phase of Federal 
Versus State Jurisdiction in American Life 


By Hon. Lincoun C. ANDREWS 
Assistant Secretary of the Treasury, in charge of Prohibition 


OOKING into our Federal Consti- 
tution, adopted to make our 
government “a more perfect union,” 
we find three pertinent facts of im- 
mediate interest to my subject: First, 
that Congress was given the power “‘to 
regulate commerce with foreign nations 
and among the several states”; second, 
that the police power—the power to 
legislate for the promotion of the 
safety, health, morals and general wel- 
fare of the people—was reserved to the 
several states; and third, that property 
rights were safeguarded by the “due 
process” provision. The exercise of 
these two sovereign powers, and the 
appeal to this constitutional safeguard, 
had an early and continuing influence 
on the fortunes of the liquor question— 
marking the various historical steps, 
legislative and judicial, in the evolu- 
tion of National Prohibition. 


STATE AND FEDERAL BICKERINGS 


Congress had laid imposts on liquors 
imported from a foreign country, and 
in 1827 the United States Supreme 
Court decided that the state could not 
interfere with such liquors until they 
had lost their “foreign commerce” 
character. Thus the commerce power 
of the Federal Government first ap- 
peared as a serious check on the exer- 
cise of the police power by the states. 

In 1847 the question arose as to 
liquors in interstate commerce, and 
the Supreme Court held that in a 
matter of general interest a state could 
legislate in regard to interstate com- 
merce until Congress stepped in to 
exercise its power in the same field. 
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Thus the courts in 1827 checked state 
control of international liquor, and in 
1847 allowed state control great power 
in interstate liquor. 

In 1887 the see-saw started back 
again, when the Supreme Court laid 
down the doctrine that while a state 
might, under its police power, prohibit 
the manufacture and sale of intoxi- 
cants within its borders, nevertheless 
intoxicating liquor was a legitimate 
subject of interstate commerce, and 
that the state could not interfere with 
such commerce by prohibitive legis- 
lation; mor, since sale is an essential 
part of commerce, could it prohibit sale 
in the original package. 

Close on this decision, in 1890, the 
Supreme Court renounced the previous 
doctrine that the states could legislate 
where Congress had failed to act. So 
we find the state denied the power to 
prohibit the introduction of liquor from 
other states, and to prevent its sale 
in the package in which introduced. 
Under these decisions, both foreign and 
interstate liquor marched joyfully 
where it would, immune from state 
police power while in original packages, 
and the most stringent state regula- 
tions were powerless to thwart it. 

In addition to these disabilities, the 
“due process” clause of the Constitu- 
tion was proving a serious check on the 
state's power to regulate intrastate 
liquors. The view prevailed that, 
although a state could prohibit, under 
its police power, that which adversely 
affected the public health, morals, 
safety or general welfare, the mere 
possession of liquors did not fall 
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in this class, and consequently the 
police power could not be invoked to 
prohibit possession. 

Of course these constitutional bar- 
riers later fell one by one as the cohorts 
of prohibition advanced, until the 
Supreme Court in 1918 held it con- 
stitutional for a state, under its police 
power, to make the possession of 
whiskey for personal use a criminal 
offense. Later it went so far as to say 
that the fact that such a statute de- 
stroyed property rights lawfully ac- 
quired in the liquor before the law 
became effective, did not constitute a 
violation of the constitutional mandate 
against taking property without due 
process of law. But this came later, 
and it may be said in general that in 
1890 the states could constitutionally 
prohibit only the manufacture and sale 
of intoxicating liquors. It is interest- 
ing to note that during these years the 
Federal Government took no steps 
looking to direct Federal control of 
liquors through the exercise of its 
interstate commerce power, as it ul- 
timately did in the matters of oleo- 
margarine, white slavery, Louisiana 
Lottery, etc. 

Thus we find the states,—because of 
Federal inhibitions, unable to cope 
effectively with liquor, either domestic 
or imported; and we find Congress un- 
willing to deal with it independently 
" from the states. But we also find an 
insistent and ever-growing sentiment 
throughout the country against the 
traffic in intoxicating liquors. Con- 
sequently the Federal legislative de- 
velopment was along the lines of 
Federal co-operation in assistance of 
the states that wished to be dry. 

Owing to the immunity afforded the 
original packages of liquor brought into 
the dry states from outside, these 
states found themselves overrun with 
'“original package shops,” and had to 
seek Federal aid in order to combat 


them. Congress felt that its sovereign 
commerce power should not remain a 
means of defeating the dry policy of a 
state, and passed the Wilson Act in 
1890, which removed from imported 
ee their character of “interstate” 
“foreign” goods, upon their “ar- 
rival” within the state. This was in- 
tended to allow the state to prevent the 
sale of the imported “original pack- 
ages.” But the Supreme Court largely 
destroyed the value of this act, by 
construing arrival to mean “commer- 
cial” arrival —delivery to the consignee, 
not physical arrival within the borders. 
Delivery to the package shops for sale 
could be prevented, but delivery to a . 
consignee for use could not. The 
shops were thus cleaned up, but any 
citizen could still receive all the liquor 
he chose to order. The state re- 
mained powerless to repress importa- 
tion for personal consumption, and was 
deluged by liquors thus obtained. 

Congress spent twenty odd years 
suggesting remedies for the short- 
comings of the Wilson Act. There 
seemed to be constitutional objections 
to all of them, and nothing was done 
until 1918. Meanwhile the states in 
desperation strengthened their laws as 
they could, and began to limit the _ 
amount of liquor that a man could 
possess. 

In 1918 Congress passed the Webb- 
Kenyon Act, which removed the pro; 
tection of the commerce clause from 
any liquor intended to be received, 
sold or used in violation of the laws of 
the state to which it was sent; and sub- 
jected such liquors entirely to the con- 
trol of the offended state. Both the 
Wilson Act and the Webb-Kenyon Act 
were attacked in the courts as uncon- 
stitutional, as attempts to delegate to 
the states a control of mterstate com- 
merce. President Taft, in his veto 
message, expressed doubt as to the- 
constitutionality of the Webb-Kenyon 
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Act. The Supreme Court sustained 


both acts, It declared that Congress 
-= was dealing with a commodity, the 
transportation of which it might pro- 
hibit entirely, and which the states on 
the other hand were powerless to pre- 
vent being brought within their borders. 
Instead of prohibiting the liquor traffic 
entirely, Congress chose to take from 
it the protection of the commerce 
clause, and to leave it to be dealt with 
wholly by the communities whose 
problem it was. Thus in 1913 we find 
the Federal Government, judicial and 
legislative, positively in co-operation 
with the states—stepping out of the 
way and allowing the states to control 
both domestic and interstate liquors 
within their own borders. 


Mova Toward NATIONAL 
PROHIBITION 


From 1918 to *18 events moved fast. 
In the end Congress abandoned its 
policy of assisting the states, and 
turned to that direct Federal control 
which it had theretofore eschewed. 
The desire for nation-wide prohibition 
had grown from an idealistic sigh to a 
positive demand. In 1913 the Anti- 
Saloon League launched its organized 
campaign for national prohibition. 
y Between the years of 1914 and 1918, 
‘twenty-three states sounded out the 
sentiment of their people by the 
referendum. At the time prohibition 
became effective thirty-three states 
were dry. A resolution calling for a 
prohibition amendment to the Con- 
stitution was introduced into both 
Houses in 1918 and failed to pass in 
1914. Similar resolutions were intro- 
duced in 1915, but not brought to a 
vote in either House. 

But before. this same Congress 
Senator Jones propounded his view 
that the states needed still further 
‘ Federal assistance. Believing that the 
states were still powerless to combat 


“solicitations of orders for liquors” 
coming through the United States mails, 
he proposed an amendment to a post- 
office measure penalizing the mailing of 
solicitations into a state which had 
prohibited them. He was still work- 
ing on the theory of Congressional 
co-operation with the states. 

In discussing the Jones amendment, 
Senator Reed pointed out the inconsist- 
ency of fixing penalties for the mailing 
of solicitations into a state which for- 
bade solicitations, while tolerating the 
shipping of the liquor itself into a state 
which forbade liquor. So the Senate 
in 1917 passed the Jones amendment, 
and at the same time passed Senator 
Reed’s amendment—the Reed Bone- 
Dry Law—making it a Federal offense 
““to order, purchase or cause intoxicat- 
ing liquors to be transported ” into any 
state that prohibited the manufacture 
and sale thereof. Thus we see a 
complete about face on the part of 
Congress, and we see in Senator Reed of 
Missouri the father of the first national 
prohibition liquor law. It is also 
interesting to note that this law was 
passed by a Congress which had chosen 
not to bring to a vote a proposition for 
National Prohibition. 

The Reed Law made the dry state 
bone-dry whether the state liked it or 
not. In fact rt was suggested in debate 
on the Reed Law that it was proposed 
in order to so vex a dry state with its 
dry law that other states would hesi- 
tate to go dry. It did in fact make 
one state dryer than it intended to be. 
West Virginia prohibited the manu- 
facture and sale of liquor, but permit- 
ted a parched citizen to bring into the 
state a quart of liquor every thirty 
days for his personal use. One fellow 
was caught while doing this, and tried 
in the Federal court under the Reed 
Law. The Supreme Court held in 1919 
that he was guilty of a Federal offense, 
that the Reed Law was constitutional, 
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and tha: any oasis in a state law that 


conflicted with it was invalid. West * 


Virginia was suddenly bone-dry by 
Federal command. The only way she 
could allow her citizens to bring in their 
quart wes to repeal her prohibition 
against the manufacture and sale of 
liquor—aad it has been hinted that the 
liquor interests liked the Reed Law for 
just this rzason. 


Tre 18TH AMENDMENT 


The 64:h Congress had declined 
National Prohibition and passed the 
Reed amerclment. The 65th Congress 
passed the National Prohibition reso- 
lution. It was adopted by the Senate 
on August 1, 1917, without the pro- 
vision for a concurrent power of enforce- 
ment in bcth the Congress and the 
states. Corgress alone was given the 
power to eniorce the proposed amend- 
ment by app-opriate legislation. Drop- 
ping all consideration of state police 
power, the Senate went to the extreme 
of absolute Pederal responsibility and 
control throuzh the exercise of a thus 
to be acquired Federal police power, to 
be exercised t1roughout the states and 
communities ef the land. This easily 
accepted conception of employing a 
highly centralized governmental police 
power, and ths seeming disregard for 
our long cherished doctrine of states 
rights, would a>pear to be marked evi- 
dence of a wartme state of mind on the 
part of the Serate, when acting upon 
this resolution. 

The debate œ the resolution is in- 
teresting. The opponents of the reso- 
lution were ageinst taking from the 
states their cont-ol of their local affairs 
and giving it to Congress. They felt 
that Federal co-operation had made it 
possible for any state to be as dry as it 
wanted to be, and that the minority of 
the states should not be forced to go 
dry because of tke social views of the 
majority. The proponents of the reso- 


lution maintained that Federal co- 
operation had proved ineffective in 
aiding the dry states to become dry. 
Wet neighbors were too damaging an 
influence, even with full state and 
Federal co-operation. They main- 
tained that since a dry state could not 
establish complete prohibition as a 
state, it had a right to urge National 
Prohibition; not primarily to stuff its 
views down the throat of a wet state, 
but for its own protection. They 
pointed out that while it might be a 
questionable policy for thirty-six states 
to impose their social standard upon 
twelve states, it was true that otherwise 
the thirty-six states could not protect - 
themselves against the twelve states. 
The House amended the resolution 
to read as the amendment now does— 
Congress and the several states being 
given concurrent power, to enforce the 
amendment by appropriate legislation. 
It was stated by members of the judi- 
clary committee instrumental in insert- 
ing this concurrent phrase—notably 
Mr. Webb and Mr. Volstead—that 
this phrase had been put in to make it 
plain that there was reserved to the 
states their power to enforce their pro- 
hibition laws; and that the granting of 
a like power to Congress should not 
have the effect of granting all such ` 
power exclusively to Congress. ‘There — 
was surprisingly little debate in the 
House as to the meaning of “concur- 
rent” in the resolution. Both Houses 
seemed more interested in the giving of 
a new power to Congress than in the 
reserving of its old power to the states. 
They argued the question chiefly on 
principle, and did not pay much atten- 
tion to the problem of how Federal and 
state control of liquors would work out 
in practice under the concurrent clause. 


EFFECT OF THE AMENDMENT 


Reading the record, it is my opinion 
that Congress as a whole had little 
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- conception of the practical difficulties 


of the enforcement of the amendment. 
The concurrent clause was inserted 
more as a concession to the psychology 
of the states than with the purpose of 
requiring the states to function in those 
fields of enforcement where the state 
police power rather than the Federal 
mandate would be not only more effec- 
tive, but more consonant with our 
form of government. 

The language of section 2 of the 
18th Amendment is: “The Congress 
and the several states shall have con- 
current power to enforce this article by 
appropriate legislation.” What does 
it mean? The Supreme Court says 
that it does not mean “joint” power. 
The view that “concurrent” means 
that the power to enact appropriate 
enforcing legislation is in each—the 
state and the Federal—but that the 
legislation of Congress as the supreme 
law of the land supersedes any incon- 
sistent state legislation has received 
some support from the courts. Sup- 
port has also been given the view that 
the power is equally in each—the state 
and the Federal—neither having any 
over-riding force as to the other because 
each is effective in its own jurisdiction 
and the validity of each is to be tested 
only by the touchstone of appropriate- 
ness to the enforcement of the 18th 
Amendment. On one point, however, 
courts are uniform with one or two 
exceptions;—the 18th Amendment is 
nol the source of the state’s power to 
legislate with regard to intoxicating 
liquors, but the source of such power is 
still its police power, which inheres in it 
as a sovereignty. The 18th Amend- 
ment reserved to the state its police 
power over this question; it did not give 
it such power. 

The effect of the 18th Amendment 
was to reserve to the states this police 
power in its entirety with the one 
limitation that the states were put un- 
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der a legal disability to permit what the 
18th Amendment prohibited. It even 
enlarges the state’s power beyond the 
limits of its other police powers, since 
on other questions state laws are 
subject to constitutional inhibitions 
as regards ““due process,” interstate 
commerce, etc. In addition, the 18th 
Amendment by its terms gave to the 
states an authority concurrent with 
Congress over the importation and 
exportation of intoxicating liquors; 
and over liquors in interstate commerce, 
by the rule of constitutional con- 
struction which renders paramount an 
amendment subsequent in time to a 
prior constitutional provision which 
conflicts with it. The state gained 
much, and lost only the privilege and 
power to permit the manufacture, 
sale and transportation of intoxicat- 
ing beverages. Congress acquired the 
police power, the several states retained 
theirs. ‘The former policy of assisting 
the states by removing constitutional 
barriers to the operation of their police 
powers, was superseded by a plan for 
active co-operation in which each party 
has equal responsibility and power. 
This was a novel scheme in our 
government, ready to meet the test of 


experience. 


THE Cotntry’s REACTION 


Let us see how the congressional 
plan worked, and is working. All the 
states except Maryland fell in line, and 
where necessary enacted appropriate 
legislation. The stage was auspi- 
clously set for splendid action. But an 
unexpected psychology resulted in the 
withdrawal of most of the old skilled 
actors of this great drama, and left the 
stage largely to amateurs and a few 
monologists. We find co-operation on 


‘the statute books, but not carried out 


into the life of the community. A very 
curious picture. Here we had forty- 
seven of our forty-eight states with 
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state prohibition laws and the ma- 
chinery to make them sting. Ve had 
the Federal Government with a prohi- 
bition law. Now the Federal Govern- 
ment is a new actor on this stage—a 
new prima donna. The states are old 
troupers in enforcing all police power 
regulations, including this one, and 
they know the twists and turns. They 
get a hand from their audience—a help- 
ing as well as an applauding hand. 
They are the local stock company—so 
to speak—known to the folks. The 
new prima donna has not appeared on 
this stage before, having been only a 
supernumerary. When the curtain 
goes up, the company stays in the 
dressing rooms, make-up on, róles per- 
fected, and expects the new prima 
donna to play all róles, including that 
of the villain. A very curious reac- 
tion, this attitude of the people, after 
they got National Prohibition. 

The great forces of social reform that 
had worked so successfully for temper- 
ance along educational lines, instead 
of grasping this opportunity for a 
steady forceful advance to overwhelm- 
ing success, apparently felt that their 
battle was already won, and ceased 
their organized efforts. The forces 
that had been so efficiently organized. 
and led to accomplish these ends 
through political activities, now cen- 
tered their energies upon the en- 
forcement of the national law through 
Federal agencies. State, county and 
municipal law officers tended to over- 
look their own civic responsibilities 
under their community laws, and to 
pass the responsibility for prohibition 
law enforcement to the Federal law and 
its agents. The citizens of the country 
generally. thoughtlessly, and thus in- 
consistently with their inherent concep- 
tions of the functions of government, 
tacitly and perhaps unconsciously 
relieved their own civic officers from 
their responsibilities, and looked to the 


national law in Federal hands for the 
enforcement of prohibition. Every- 
body looked to Washington, and placed 
the responsibility for law enforcement 
upon the Federal Government—and 
unfortunately for the law’s success, 
the Federal Government was accepting 
this responsibility. 

When I took office last year I found 
the Prohibition Unit organized and 
functioning on this basis. Highly 
centralized in control and responsibil- 
ity, its field forces organized without 
due regard to their essential correlation 
with the field farces of the Department 
of Justice, prohibition agents through- 
out the United States were being called 
upon everywhere to exercise the Fed- 
eral police power in local police affairs. 
And these agents were accepting the 
responsibility and arresting these petty 
law violators. In many jurisdictions 
this resulted in overwhelming the 
offices of the District Attorneys and 
clogging the Federal judicial machinery 
with thousands of petty police cases, 
not infrequently to the disgust of the 
Federal Bench end the discouragement 
of the District Attorney. More im- 
portant even than this moral effect was 
the consequent demoralization of all 
the business of the Court. Already 
crowded with business resulting from 
the ever increasing number of Federal 
laws to be- enforced, that promptness 
and certainty of trial and punishment 
so essential to successful law enforce- 
ment became an impossibility, and was 
being reflected in a growing disrespect 
for law on the part of all law violators. 

Perhaps the most interesting phase 
of this development, and the most 
potent in its unfortunate effect upon 
the success of the National Prohibition 
Law, was the fact that while the 
citizens generally accepted the idea 
that the Federal Government should be 
responsible for the enforcement of the 
law, many of them nevertheless in- 
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- herently resented this exercise of police 


power on the part of the Federal agents 
within their own communities as affect- 
ing their own individual privileges. 
This can be explained as thoughtless- 
ness. Or perhaps it was the working of 
guilty consciences for neglecting their 
own responsibilities as citizens of self- 
governing communities who must nec- 
essarily make and enforce their own 
regulations for community welfare. Be 
it, however, thoughtlessness, guilty 
conscience or outraged conception of 
democratic government, the reaction 
was personal resentment, manifested 
far too often by law abiding citizens, 
both men and women, in wilful viola- 
tions of the prohibition law. And this 
manifestation, peculiar as it may seem, 
evidenced itself in previously dry 
states, as well as in those that had 
never previously accepted state pro- 
hibition. 

The demand for beverage liquor was 
insistent and apparently quite indiffer- 
ent to cost. Money and brains were 
quickly forthcoming to organize an 
illicit trafic in liquor to supply this 
demand wherever it prevailed, and, 
keeping step with modern economics, 
created this supply, then created further 
demand to keep it moving, and thus a 
new form of liquor business grew and 
throve. Definitely an outlaw business, 
its success was necessarily conditioned 
to a great extent upon the bribery of 
officials charged with keeping law and 
order—so wherever its activities 
reached, it left a slimy trail of crime 
and corruption in its wake. 

In the large cities the criminal 
classes turned from their precarious 
livelihood of safe cracking, loft rob- 
beries, etc., to this much more lucrative 
and far less dangerous profession 
of bootlegging. Innumerable citizens, 
under the present prevailing urge for 


- easy money, turned from lawful pur- 


suits to engage in this lucrative business. 


t 
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It is even reported that farmers in 
certain localities are now measuring 
their corn crops in gallons, rather than 
in bushels. Meantime the criminals’ 
traditional fear of offending the Federal 
authorities was rapidly turned by 
experience in the slowness and uncer- 
tainty of punishment to a contempt for 
this same Federal authority. It is this 
condition that we have been and are 
now trying to correct in our effort to 
“Restore Respect for Federal Law.” 


Present Law ENFORCEMENT 


Faced with this problem of law en- 
forcement, and with these conditions, 
we had to answer these questions: 

“What have we got to do?” 

“What have we got to do it with?” 

“How shall we do it?” In determin- 
ing upon our policy, organization and 
procedure, two fundamental considera- 
tions were governing. First, a realiza- 
tion of the fact that any law to be effec- 
tive must be in reality an expression of 
a standard of living generally accepted 
by the members of the community 
affected, which means that this stand- 
ard is already observed by the great 
majority of the community, and writ- 
ten into a law only that 1t may be en- 
forced upon the recalcitrant few by the 
police and court officers of the com- 
munity. Applying this consideration 
to our problem, it required that the 
agencies of social reform be induced to 
take up again the task of education, so 
that the numbers who observe the 
prohibition laws may be materially 
increased, and the numbers who! must 
be prosecuted as violators may be 
materially decreased. Expressed dif- 
ferently, this consideration meant that 
the prohibition laws must be popu- 
larized—both the laws and their ad- 
ministration must meet with more 
popular approval. 

The second consideration was that 
the responsibility for the enforcement 
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of the prohibition laws must be shared 
by Federal and local authorities. And 
this responsibility must be shared on 
clearly defined lines, so that each may 
have a definite objective, upon which 
it may concentrate its energies with a 
fair hope of success. Looking back 
into the years of struggle toward the 
accomplishment of prohibition, realiz- 
ing how until the Reed amendment in 
1917 the whole conduct of national gov- 
ernment, both legislative and judicial, 
had been to show a marked sympathy 
with the efforts of the states to regulate 
the use of liqucr, and to co-operate 
with them in a helpful way; and looking 
at the present anomalous and directly 
contrary situation in which the states 
now lay almost supine while the whole 
nation looked to the Federal Govern- 
ment for the success of prohibition; and 
realizing the inherent wrongness and 
unquestionable thoughtlessness of this 
latter attitude, 1t seemed the only and 
the natural solution that the Federal 
Government should undertake as its 
share to suppress the commercialized 
trafic in liquor, end thus prevent its 
introduction into the various communi- 
ties of the courtry in commercial 
quantities, and that the states and 
communities should undertake as their 
share to suppress local violations: with 
Federal assistance where necessary. 
This policy was adopted and approved 
by the Administration. The Federal 
forces are m ore and more concentrating 
their efforts upon this main objective, 
as the civic consciousness of the com- 
munities is again aroused to their 
responsibilities for self-government 
and Federal agents thus relieved from 
demands upon them for the exercise 
of local police power. 

To me this division of responsibility 
seems so natural and so absolutely 
essential as not to require argument. 
It is in keeping with the growing appre- 
ciation on the part of thoughtful citi- 


zens that modern tendencies toward 
highly centralized authority and re- 
sponsibility in Washington may lead 
to dangerous extremes. Consider for 
a moment the alternative—the Federal 
Government accepting the full respon- 
sibility for enforcing the national law in 
all the communities of the land. No 
one knows how many policemen would 
be necessary, and how many Federal. 
police courts would be required, but 
the numbers certainly would be tre- 
mendous, and the political and social 
effects of their daily contact with the 
intimate affairs of the citizens of the 
communities might easily be most 
disastrous to democratic institutions. 
In fact, such a superimposed Federal 
police power is to my mind absolutely 
unthinkable in America, and bad 
enough in Russia. Such a solution is 
predicated upon so false a conception 
of our government as to offend the very 
fundamentals of our institutions, and I 
believe it could never be accepted by a 
thoughtful public. When his con- 
sciousness is stirred, the American 
citizen is still proud of his claim to the 
rights of self-government. This was 
happily illustrated last winter in the 
nation-wide protest against the Exec- 
utive Order permitting the appoint- 
ment of county police officers as Fed- 
eral agents. It was considered an in- 
vasion of the citizen’s sacred right to 
manage his own affairs through his own 
civil officials. It appears that this 
sense of civic responsibility and pride 
in its employment still exists, and has 
only to be aroused, when the com- 
munities of the land will again accept 
their responsibilities for law enforce- 
ment and see that they are faithfully 
carried out. 

We have therefore steadily gone 
ahead in the execution of this policy. 
The organized forces for reform have 
again taken up their burden, and are 


` on a campaign throughout the country 
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in an effort to arouse the states and 
communities to a realization of the 
part they have to play, and the neces- 
sity of their playing it vigorously and 
promptly. 

Meantime the Federal agencies have 
been reorganized on a plan of de- 
centralization, the Federal Judicial 
District having been used as the unit 
in order that an intimate and active 
teamwork may be established through- 
out all the field forces of the Depart- 
ment of Justice and of the Treasury 
Department. Our representatives have 
been instructed to share with the 
District Attorneys the making of such 
cases against law violators as can be 
promptly and effectively prosecuted 
with the greatest effect for the common 
cause of law enforcement. The main 
objective of our energies is clearly 
defined to be the commercialized liquor 
traffic in all its manifestations. Our 
field forces are organized and our regu- 
lations made with the definite object of 
wiping out this traffic. The instruc- 
tions to our field forces are to concen- 
trate their efforts along specified lines 
looking to this end. Much energy, 
however, is dissipated by the continu- 
ing necessity of doing more or less local 
police work until the communities re- 
lieve us of this task. And I foresee 
that there will always be the need of 
rendering more or less assistance to 
state, county and municipal cfficers 
where local conditions are so unsatis- 
factory as to demand it. 

It has taken time to effect the neces- 
sary organization and lay the necessary 
legal groundwork for the accomplish- 
ment of this Federal function, but real 
progress is now being made. In prac- 
tical language, we have undertaken the 
elimination of the sources of supply 
for the organized liquor traffic, and the 
prosecution of the men who have 
organized and are conducting this 
trafic. These sources of supply are: 


smuggling, the diversion of industrial 
alcohol, the illegal manufacture of real 
beer in old time breweries, the diversion 
of medicinal spirits, the diversion of 
sacramental wines, and illicit manu- 
facture in wild-cat distilleries and 
breweries. 

Thanks to our executive agreement 
with the British Government, and to 
the negotiation of treaties with our 
immediate neighbors, marked progress 
has already been made against smug- 
gling, and we are now confidently 
looking forward to the day when the 
smuggling of liquor in quantity will be 
completely done away with. 

Thanks to the special appropriation 
of funds by Congress in June of this 
year, we have been able to organize 
special forces which are engaged in 
cleaning up the industrial alcohol field, 
steadily eliminating, one by one, the 
permittees who have engaged in 
illegitimately diverting alcohol to 
beverage uses. Great progress has 
been made already, and it is but a 
matter of time when all these permits 
will have been revoked, and this 
source of supply of alcohol eliminated. 

Similarly for the supply of real beer, 
the same appropriation made possible 
the organization of a special force for 
this work, and with the aid of addi- 
tional legislation requiring permits for 
manufacture of cereal beverages, we 
believe that this source of supply will 
be gone next season. 

While much has been done by regula- 
tion to reduce the diversion of medici- 
nal spirits, the existing law which 
authorizes the owners of spirits to sell 
in an open competitive market to 
wholesale and retail druggists, and to 
other permittees, has proven an insur- 
mountable obstacleto complete control, 
and Congress will be asked at this 
session to pass remedial legislation 
which will make the control of medici- 
nal spirits absolute. 


86 THE ANNALS OF THE ÁMERICAN ACADEMY 


Great difficulty was found in the is- 
suance of sacramental wine, particu- 
larly to the Jewish faith, where lack 
of church organization and discipline 
made control almost impossible. This 
was a prolific source of supply. But a 
solution was finally arrived at, and the 
amounts of wine now issued for sacra- 
mental purposes are reduced to such an 
extent that diversion to illicit traffic 
has become negligible. 

There remains as a source of supply 
illicit manufacture in wild-cat dis- 
tilleries and breweries. As the other 
sources have been more and more con- 
trolled, the liquor traffic has turned 
more and more to this final source. 
Nhicit distilling, wagse product is known 
as “moonshine,” has always been prac- 
ticed in a small way; but this practice 
has developed under the prohibition 
Law, and become more or less nation- 
wide. When used as a source of supply 
in quantities sufficient to justify an 
organized traffic, this must remain the 
objective of the Federal forces, and will 
require special organization and close 
attention for its elimination. But 
where quantities are small, and for 
local use and distribution only, these 
violators must be definitely the objec- 
tive of local law enforcement agencies. 
We are approaching here the phase 
of law violation where the individ- 
ual citizen manufactures intoxicating 
beverages within his home ‘or his 
own use. It is clear that this 
should never be the object of Fed- 
eral control. Under our present 
conceptions of the functioning of 
democratic government, this is clearly 
for the communities themselves as 
a matter affecting most intimately 
their community standards of living 
and ideals of social government and 
welfare. 

J must call your attention to one 
other phase of the government’s func- 
tion under the National Prohibition 


Act. We have to administer this law 
through our permit system wherever it 
touches business and professions which 
use alcohol or spirits in their legitimate 
undertakings. Alcohol plays a vital 
part in many important industries, and 
it is government’s function to encour- 
age legitimate industry. We have 
literally thousands of permittees more 
or less dependent upon the functioning 
of our Federal offices for the success of 
their business. Going back to the 
first of our two fundamental considera- 
tions determining policy and procedure, 
and regarding the consideration that 
the law must have popular approval 
in order that it may be successful, it 18 
a definite part of our policy that we 
shall administer the law in a liberal, 
prompt and courteous manner, thus 
commending it to popular approval. 
Determined efforts are being made to 
bring our personnel to a high standard 
of character and personal conduct in 
office. All are enjoined to a scrupulous 
observance of law in both personal and 
official conduct. They are to be an 
object lesson in law observance and in 
respect for law. Wherever our func- 
tions touch legitimate business, our 
offices are enjoined by promptness of 
action and fairness of judgment to 
make legitimate business feel that 
government is working with them for 
their success. In determining ques- 
tions of general policy at headquarters, 
we are trying to impress the general 
public with the fairness and liberality 
of our judgments, to the end that 
existing resentments may be softened, 
and a better appreciation may be had 
of the law and its social and economic 
effects. 


In CONCLUSION 


To sum up, the Federal Administra- 
tion is assuming that the peoples of 
these United States intend to carry on 
faithfully under their present form of 
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, government, and will willingly re- 


`~ 


assume their duties and responsibilities 
as citizens under self-government; and 
the Administration is therefore actively 
working toward the day when the 
Federal Prohibition Unit will be a 
dignified efficient organization, engaged 
in the administration of the permissive 
features of the law to the satisfaction of 
the business public concerned, and in 
the execution of the enforcement fea- 
tures of the law by such close sur- 
veillance of the possible sources of 


supply and avenues of traffic as will 
prevent the movement of liquor in 
commercial quantities into any local 
jurisdiction; and engaged through co- 
operation in helping state, county, and 
municipal authorities, to make possible 
the success of their own expressed 


_ determination to live as social com- 


munities free from the presence of that 
traffic in liquor which they have de- 
nounced as a crime in their social 
existence. We can and will do our 
part. The people can do theirs. 


Social Aspects of Federal and State Control 


By Samosu McCune LinpsarY, Ph.D., LL.D. 
Professor of Social Legislation in Columbia University 


HE inevitable conflicts which arise 

in two overlapping or intertwined 
jurisdictions in which quasi sovereign 
or independent powers of government 
are exercised, may be considered in 
respect of the ecoromic factor, or the 
legal factor, or the social factor in- 
volved. It is probable that no one of 
these factors can be completely isolated 
and considered apart from the others, 
but we may at least attempt in the 
present discussion to emphasize the 
social factor in orcer to understand 
better the complex problem: of juris- 
dictional conflict which is economic, 
legal and social. 


IMPORTANCE OF Economic FACTOR 


The economic factor is concerned 
chiefly with the extension of uniformity 
of standards applicable over the widest 
possible area of governmental activity. 
The legal factor has to do with the 
maintenance of the integrity of the 
separate jurisdictions and of that deli- 
cate and necessary balance or equi- 
librium implied in the constitutional 
arrangements designea to secure a 
maximum of equality and liberty to 
both. The social factor, however, 
comprises those forces and processes 
which express and formulate standards 
of conduct and institutional practices 
consistent with the type of social or- 
ganization found in the separate ju- 
risdictions. 

A stable and efficient government 
depends on a clearly defined, well un- 
derstood and generally accepted dis- 
tribution of powers between its com- 
ponent parts. This is particularly 
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true of a federal-state type of govern- 
ment, such as we have in the United 
States where the citizens owe allegiance 
to a dual sovereignty. It is still more 
true in a dynamic era of rapid social 
and economic change in environmental 
adjustments. 

Three general propositions concern- 
ing Federal and state jurisdiction in 
our American system receive practi- 
cally unanimous assent. Indeed in 
present-day discussion they are usually 
considered axiomatic. ‘They are: 

First, the power to regulate or con- 
trol must be coextensive with the 
thing to be regulated, that is with 
the problem that furnishes the 
subject-matter of control. 

Second, the final say, or the ultimate 
power that determines decisions 
of policy, whether expressed in 
legislation or in administrative 
action, should reside in the people 
nearest to the persons directly 
affected in the exercise of control, 
that is in the smallest units of 
political organization, consistent 
with the ability to ascertain and 
execute the popular will. 

Third, in order to secure economy of 
administration and to avoid fric- 
tion and unnecessary conflict of 
jurisdiction, there should be a 
minimum of overlapping of juris- 
diction and no twilight zone in 
which no authority'is competent 
to act, and forces subversive of 
either jurisdiction may operate to 
weaken or paralyze the efficiency 
of the power or authority in either 
or both jurisdictions. 
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SOCIAL ÅSPECTS OF FEDERAL AND STATE CONTROL 


Admitting the validity of these 
general propositions, and granting for 
the sake of argument that the facts of 
our constitutional history to date show 
that our state courts of last resort and 
the Supreme Court of the United States 
have consistently approved a course of 
permissible governmental action which 
fairly well harmonizes with these 
generalizations, we are still confronted 
with many unsolved problems in the 
ancient and ever more pressing task of 
making democratic government effi- 
cient. How can the collective intelli- 
gence and resources of the community 
be mobilized and brought to bear upon 
the task so that the social aims and the 
highest social standards of an undis- 
puted majority of the people can be 
realized? That is merely another way 
of stating the social factor in the con- 
flict of Federal and state jurisdiction. 

It may be well to emphasize a fact 
that is often overlooked that it is the 
majority standards and their effective 
realization which constitute the real 
social problem. The protection of 
minorities in their clearly defined con- 
stitutional rights when exercised so as 
not to be subversive of the will of the 
majority is quite another problem, 
more of a legal nature than social. 
The abuse of minority rights and the 


-tyranny of minority rule constitute a 


f 


still different problem having its roots 
in defective social organization. There 
are, of course, standards of minorities, 
and sectional standards in process of 
an educational evolution which may 
emerge as the majority standards of 
tomorrow. That is another problem 
entirely. Educational forces can well 
take care of that, though it may be 
necessary to invoke the compelling 
force of legal sanction and governmen- 
tal support in order to protect minori- 
ties in the rightful use of educational 


„methods to those ends. 


The most striking illustrations of the 
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róle the social factor plays in jurisdic- 
tional disputes will be found in the do- 
main of labor legislation. In the long 
and: hard fought battles to regulate the 
length of the working day, the econom- 
ic factor finds its solution in approxi- 
mate uniformity of standards secured 
by various means in competing states 
and in reciprocal arrangements between 
state regulation in employments that 
may be largely interstate in character, 
and Federal regulation in interstate 
commerce subject to exclusive Federal 
control. Thus, after the eight-hour 
day had become the rule rather than 
the exception in the basic industries of 
the country, secured by Federal and 
state legislation for governmental em- 
ployments, by state legislation for 
many employments, and partly by 
trade union agreements in private em- 
ployments, the Adamson law, a Feder- 
al enactment, made the eight-hour day 
the basic day in railroad employment, 
subject to necessary exceptions due to 
the peculiar requirements of that in- 
dustry, and thus brought the Federal 
jurisdiction into harmony with the 
conflicting state jurisdiction for other 
industries. 

_ The twelve-hour day in continuous 
industries has been practically abol- 
ished by a gentlemen’s agreement in 
the iron and steel industry, adopted 
recently by almost unanimous consent 
of the chief establishments involved, 
which were so highly organized and 
centralized that they were able to 
control the action of a large part of the 
industries affected and the rest had to 
follow suit. That was done through 
co-operative action and without legisla- 
tion. It has not yet been confirmed 
or extended by legislation. Neither is 
thé result secure and permanent until 
it is embodied in protective legislation 
making it part of a definite social 
policy. This particular agreement or 
public understanding is perhaps better 
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enforced than most of our social legisla- 
tion. The social factor, however, is 
not fully met by an arrangement that 
merely demonstrates the economic 
truth that a shorter than a twelve-hour 
day will not put continuous industries 
out of business. The question whether 
workers, who must devote twelve hours 
to earning their living with the added 
time incidentally consumed in working 
a twelve-hour day, have sufficient 
time left to meet the requirements of 
citizenship, of family and community 
responsibilities in accordance with the 
minimum standerds of an American 
democracy, is a social question. No 
conflict in jurisdictional control, whether 
governmental or industrial, should be 
tolerated that will prevent the execu- 
tion of the deliberate verdict or decision 
solemnly arrived at in that matter. 

The slowness with which we apply 
the collective powers of government in 
the solution of such questions is due 
not so much to our traditional indi- 
vidualism as to the ineptitude of govern- 
ment itself and taat in turn is due in 
large measure to jurisdictional conflicts. 
Mr. J. M. Keynes, the well-known 
author of The Economic Consequences of 
the Peace, The Economic Consequences 
of Mr. Churchill, and the economic 
consequences of many other things, has 
pointed out in a recent brilliant essay 
on “The End of Laisses-faire” that the 
paralyzing influence of laissez-faire on 
economics and more particularly on 
legislation in the 19th century and down 
to the World War must be attributed in 
large part to the mistakes, the failures 
and the incapacity of governments to 
deal with the social factors in public 
affairs. That is true of the United 
States as well as of England and here 
it is accentuated by the conflicts ‘of 
Federal and state Jurisdiction which so 
often have hamstrung both authorities. 

It is high time we faced the facts. 
We must cease to rely on legal patch- 


work and changes in the mechanics of 
governmental organization if we hope 
to secure efficient execution of well 
considered and widely approved social 
aims. 


CO-OPERATION AND CONCURRENT 
POWER 


There are at least two bits of recent 
experience which throw light on the 
possibility of Federal and state co- 
operation. The first one is the matter 
of child labor prohibition and regula- 
tion. 


CHILD LABOR 


The first Federal child labor law, 
an act to regulate child labor in inter- 
state commerce, approved September 1, 
1916, to go into effect one year later, 
assumed that the Federal authority 
could, under its exclusive power over 
interstate commerce, do within the 
domain of the Federal jurisdiction all 
that was necessary to make uniform 
certain standards already adopted and 
enforced under state legislation within 
the domain of state jurisdiction. The 
second Federal child labor tax law, 
enacted in 1918, assumed that the tax 
power of the Federal authority would 
accomplish the same purposes when 
the Supreme Court decided that the 
commerce clause of the Constitution 
did not give the grant of power assumed 
in the first child labor act. But the 
Supreme Court held that the taxing 
power likewise was inadequate for 
these purposes and indicated that an 
amendment to the Constitution giving 
a direct grant of power would be the 
best way to secure the co-operation of 
Federal and state governments in this 
kind of control. Congress replied by 
submitting in June 1924 the 20th 
Amendment not in the form of an 
exclusive grant of power to the Federal 
Government ' but on the basis of con- 
current power; but to date this amend- 
ment has been ratified by only four 
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states. The significant lesson of this 
experience is not the present fate or 
future prospects of the Child Labor 
Amendment, but rather what we may 
learn from what happened during the 
brief periods when these two laws were 
in full effect before they were held 
invalid by the Supreme Court. 

The record of co-operation and 
avoidance of conflict is a remarkable 
one already made public in a recent 
publication (Bu. Pub. #78) of the Chil- 
dren’s Bureau in the United States 
Department of Labor, which was the 
Federal agency charged with enforce- 
ment of the first act and co-operating 
with the Bureau of Internal Revenue 
of the United States Treasury Depart- 
ment in that of the second. 

During the time when those two acts 
were in force, we had precisely a simi- 
lar situation with respect to the admin- 
istration to that we would have had if 
there had been a constitutional amend- 
ment like the Prohibition Amendment, 
or if the grant of power had been ex- 
plicit in the Constitution. What hap- 
pened? The forty-eight state jurisdic- 
tions, nearly all of which had dealt 
with this subject for a long time, devel- 
oping standards that approached the 
minimum standards of the Federal 
; law in some cases, exceeded them in 
many cases, and fell below them in 
only a few, rapidly adjusted ther laws 
and their administration to those mini- 
mum uniform simple fundamental 
standards which were necessary in 
their several jurisdictions to the exer- 
cise of power to be co-extensive with 
the problem to be handled, which was 
almost nation-wide. In the course of 
the enforcement of those essential fun- 
damental standards, a few simple 
things, not the details of child labor 
regulation that would appeal to the 
most enlightened communities as nec- 
essary to protect their working chil- 
~ dren, nor those that would appeal per- 


haps to people in many communities, 
as proven by the various standards 
enacted and enforced in other communi- 
ties, were done by the Federal Gov- 
ernment which greatly strengthened 
and enlarged the local standards. 

In the administration of the first 
Federal child labor law there was no 
serious difficulty, friction or conflict 
between the Federal Government and 
the states. There was on the contrary 
a fair distribution of duties. The 
two jurisdictions worked together. 
There was a principle of co-operation, 
which we may well borrow from pri- 
vate industry and apply to govern- 
mental tasks. - 


PROHIBITION AMENDMENT 


The second bit of experience is that 
with national prohibition, which we 
need scarcely more than mention after 
the very interesting exposition of its 
history and present plans of its admin- 
istration by General Andrews.! Here 
we have concurrent power specifically 
provided for and the Supreme Court 
has interpreted it to mean clear cut 
definite power for each jurisdiction in 
its own sphere to deal with the same 
thing at the same time or at different 
times and to the same extent as the 
other, without any bugaboo of double 
jeopardy either, for the citizen is sim- 
ply made answerable for his conduct 
to both sovereignties to which he owes 
allegiance by virtue of his dual citi- 
zenship. The meaning of concurrent 
power, as judicially construed in the 
leading national prohibition cases de- 
cided June 7, 1920,? and its possibilities 
for usefulness in the solution of the so- 
cial factor in the conflict of Federal and 
state jurisdiction, as reaffirmed and 
amplified in the Vigliotti * and Lanza * 


1 Ses page 77. 

2 Rhode Island v. Palmer 253 U. S. 850. 
3258 U. S. 408, decided Apr. 10, 1922. e 
4260 U. 5. 877, decided Dec. 11, 1922. 
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cases and in the still more recent Dora 
Herbert case, decided in November 
1926, merits serious consideration and 
research on the part of the student of 
political science who seeks a solution 
of the problem of jurisdictional conflict. 

The Prohibition Amendment pro- 
vides for its enforcement and the en- 
forcement of the laws pursuant thereto, 
on the theory of co-operation by the 
Federal and state governments by the 
second section of the Amendment 
which says: “The Congress and the 
several States shall have concurrent 
power to enforce this article by appro- 
priate legislation.” ‘The Supreme 
Court has held that this provision of the 
Amendment is within the amending 
power, is a part of the Constitution and 
“must be respected and given effect the 
same as other provisions of that instru- 
ment,” and that it is “operative 
throughout the entire territorial limits 
of the United States” and “of its own 
force invalidates every legislative act, 


whether by Congress, by a state legis- ' 


lature, or by a territorial assembly, 
which authorizes or sanctions what 
the section forbids. ” 


“CONCURRENT POWER” 


The Court has also held that “con- 
current power” does not enable Con- 
gress or the several states to defeat or 
thwart prohibition, but only to enforce 
it by appropriate legislation, and that 
it does not mean joint power, or require 
that legislation thereunder by Con- 
gress to be effective shall be approved 
or sanctioned by the several states or 
any of them; neither that the power 
to enforce is divided between Congress 
and the several states along the lines 
which separate or distinguish foreign 
and interstate commerce from intra- 
state affairs. The power granted to 
Congress in this section of the Amend- 
ment, while not exclusive, is territorially 
co-extensive with the prohibition of the 


first section and is in no wise dependent 
on or affected by any action or inaction 
on the part of the several states or any 
ofthem. Likewise the words “concur- 
rent power” were construed in the 
Lanza and other cases to protect the 
states in the exercise of all the powers 
they possessed previously or subse- 
quently not inconsistent with the 
Amendment and without depending 
in any way on the act of Congress or 
the exercise of Federal power within 
their territory. Says the Court in the 
Lanza case: 


We have here two sovereignties, deriving 
power from different sources, capable of 
dealing with the same subject-matter 
within the same territory. Each may, 
without interference by the other, enact 
laws to secure prohibition, with the limita- 
tion that no legislation can give validity 
to acts prohibited by the Amendment. 
Each government, in determining what 
shall be an offense against its peace and 
dignity, is exercising its own sovereignty, 
not that of the other. It follows that an 
ac: denounced as a crime by both national 
and state sovereignties is an offense against 
the peace and dignity of both, and may be 
punished by each. ... This view of the 
Fifth Amendment (containing guarantee 
against Double Jeopardy provision) is 
supported by a long line of decisions by 
this Court. 

Space will not permit here a discus- 
sion of the double jeopardy problem, 
which is not a serious one in the enforce- 
ment of social legislation nor likely to 
defeat the real purpose of the constitu- 
tional guarantee, which was to protect 
the citizen from judicial or executive 
tyranny. Indeed, while double jeop- 
ardy is of course repugnant to the 
spirit of our laws and institutions, 
something akin to 1t may operate to 
make social legislation more binding 
and enforceable and thereby contribute 
to give law-abiding citizens the benefits 
of laws which they have enacted for 
their welfare, which is an equally‘: 
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good, substantial and valuable guar- 
antee to that of not being “subject for 
the same offense to be twice put in 
jeopardy of life or limb.” 

Concurrent power opens vistas of 
possibilities for the realization of the 
three general and quasi axiomatic prop- 


ositions concerning Federal and state ` 


jurisdiction in our American system of 
public polity with which we began this 
discussion. The late President Har- 
ding, in his celebrated Denver speech of 
June 25, 1922, on law enforcement, 
sensed this solution of jurisdictional 
conflicts and of the social problems in- 
volved. He said: 


The problem of concurrent jurisdiction is 
noi a new one brought to us with the 
. Eighteenth Amendment. It is as old as 
the Federal Government. It has required 
to be dealt with by Congress and legisla- 
tures, by executives and courts, in a multi- 
tude of relations to commerce, finance, 
transportation, and indeed the whole realm 
of concerns in our complex society. It 
has demanded our attention in all the multi- 
tude of issues ranging from the regulation of 
trusts and transportation, and even of 
certain relations with foreign governments, 
to the proposal for a uniform statute of 
marriage and divorce. 

There have always been those who 
insisted that particular policies could not 
: be carried out because of the conflict of 
_Jurisdiction; but experience has proved that 
whenever a given issue became so acute 
that evasion was impossible, procedures 
have been devised for dealing with it. 
Whoever will go back to the debates over 
the enactment of the anti-trust law, or the 
discussion of the interstate commerce 
measures, must recognize that these were 
but varying phases of the same general 
question that comes before us in comnection 
with the enforcement of the prohibition law. 


It would seem that the theory and 
principle of concurrent power might be 
worked out so as to make jurisdictional 
conflicts less of a territorial matter and 
- thus reduce their number and difficul- 
ties to matters which could be settled 


more on their merits and less on techni- 
calities of law. 

If jurisdiction can be clearly defined 
there is ample precedent for the asser- 
tion that governments have adequate 
power to be efficient in the exercise of 
their constitutional powers. The Fed- 
eral jurisdiction finds this ample au- 
thority in the special grant to Congress 
in the Constitution (Sec. 8 p. 18) 


to make all laws which shall be necessary 
and proper for carrying into execution the 
foregoing powers and all other powers 
vested by this Constitution in the Govern- 
ment of the United States, or in any depart- 
ment or officer thereof. 


As for the states the decisions of the 
courts of last resort and of the United 
States Supreme Court in making effec- 
tive the system of workmen’s compen- 
sation for industrial accidents furnishes 
the most striking illustration of how 
constitutional limitations may be 
broadly construed to meet new condi- 
tions in a revolutionary change in 
social policy where jurisdictional pow- 
ers are clearly defined. 

The Supreme Court of the United 
States, in three ruling cases, handed 
down in 1917, nearly ten years ago, 
and arising in three separate states of 
New York, lowa and Washington, 
presenting different constitutional ques- 
tion, * established the validity of com- 
pulsory Workmen’s Compensation laws 
under the police power of the states. 
There were a great many questions, 
doubts and conflicts that various state 
courts had judged somewhat differently, 
and decided somewhat differently which 
the Supreme Court finally cleared up, 
and the interesting and significant 
thing to the political scientist and 
sociologist, im those decisions, is the 


5N, Y. Central Ratiroad Co. v. White, 243 
U S5. 188, Hawkins v. Bleakly (Iowa), 248 U. S, 
210; Mountain Lumber Co. v. Washington, 243 
U. $. 218. 
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clear erunciation of the principle that, 
where the power is clearly defined as 
being darived from the police power of 
the staze or vested by the state or 
Federal constitutions, the necessary 
powers zo carry that out efficiently go 
with the vested or derived powers. In 
other words, the Court brushed aside 
a great many questions that had caused 
difficulty in the state courts, on the dis- 
tinct theory, clearly laid down, that the 
right of a state legislature to enact a 
compulsory compensation law under 
the police power of the state carried 
with it mecessarily the right to do those 
reasonatle things that will enable the 
state to enforce such alaw. ‘Those de- 
cisions ace worth examining. We will 
find in tiem a good deal that is signif- 
icant for the new experiments in our 
constitutional history with concurrent 
power which will determine jurisdic- 
tion,— experiments destined to become 
more and more necessary and inevitable 
as time goes on with the increasing 
complexi-y of social and industrial life. 

Our pest history, if carefully seru- 
tinized, will allay most of the fears of 
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Federal overlordship. We shall find 
that our constitutional history does 
not justify the fears that have caused 
so many people to hesitate in making 
political decisions that would solve 
some of our problems of conflicting 
jurisdiction. 

State and local legislatures as policy 
forming and determining organs of 
government are not doomed to extinc- 
tion, but are destined to play a larger 
and more important róle in a social 
policy that makes possible and guar- 
antees minimum uniform standards on 
a national or even international scale, 
commensurate with the problems to 
which they apply, and at the same time | 
makes possible and guarantees no less 
positively the initiation and develop- 
ment of policies built on those mini- 
mum standards, but enlarging and 
applying them within narrower limits. 
More important still is the need for a 
social policy that provides the fullest 
possible co-operation in both Federal 
and state jurisdictions in the technique 
of administration and in securing 
efficiency in the enforcement of law. 
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The Controversial Subject of Federal Control in 


Education 


By Dr. FRANK PIERREPONT GRAVES 
President of the University of the State of New York and State Commissioner of Education. 


\ N we started on our career 

as a nation, there was no provi- 
sicn made for a Federal department 
of education, and we are for the first 
time in our history seriously: urging 
that one shall be created. When advo- 
cating this proposition, we should not 
be misled by certain utopian remarks 
made by various Fathers of the Con- 
stitution—Washington, Jefferson or 
Madison—into maintaining that they 


„Wished to have such a branch of govern- 


ment immediately established. They 
never visualized any such thing as a 
reality. Their statements represented 
one of the many ideals that they 
vaguely hoped some time in the future 
might be materialized, and to quote 
their visions as a patriotic argument 
in favor of the present concrete project, 
as has been done by some enthusiasts, 
is both idle and absurd. On the other 
hand, it is quite as far-fetched to point 
to the tenth article of the Constitution, 
wherein it is stated that all powers not 
expressly granted to the Federal Gov- 
ernment are to be reserved by the 
states, as evidence that the Fathers were 
opposed to a national department of ed- 
ucation. Either of these arguments 
involves the “historian's fallacy,” and 
reads back present day thought and 
conditions into an older period. 


From Iprats ro Facts 


As a matter of fact, the founders 
of the Constitution gave no serious 
thought to education. Indeed it was 
not until about the time of the Civil 
War that we were generally able to 
have education unified even under 
state control. It was a generation 


later than that in the South, and some 
of us at the head of state systems are 
somewhat skeptical as to educations 
being even yet as fully centralized in 
the states as would be for their best 
interests. Certainly we shall make 
little progress one way or the other by 
quoting historic statements as prece- 
dents. Whether we are to have a 
Federal department or not will have to 
be determined by a presentation of our 
existing facilities and needs. - 

We did, indeed, make a slight gesture 
toward federalization in 1867, when, 
through the influence of General Gar- 
field and others, we established what 
was for a year or so known as a de- 
partment of education. But we soon 
repented of our rashness and reduced 
the so-called department to an innoc- 
uous bureau, which it has remained 
ever since. It is quite innocent of all 
real powers, with a commissioner of 
education at the head who receives one- 
third the salary of a state functionary, 
and it is limited largely to the collection 
of statistics and to reporting and dis- 
seminating its findings. 

It was not until 1918 that we began 
to have visions of anything larger. In 
that year, as a result of revelations 
from the draft, we found some most 
unhappy shortcomings in our educa- 
tional system, which forced us to pause 


` In our complacency and take thought. 


95 


The National Education Association, 
keenly awake to the situation, then 
appointed a committee, which, with 
the aid of other educators of experience 
and training, soon presented a report. 
This led to the formulation of a bill for 
the creation of a Federal Department 
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of Education, headed by a secretary in 
the President’s Cabinet, and for a 
vigorous attack upon the abuses that 
had been found to exist in education 
throughout the country. 

The work of this N. E. A. committee 
and the resulting bill may be regarded 
as a most expeditious and creditable 
performance, but they did not begin to 
possess the accuracy—not to say 
omniscience and infallibility—to which 
the authors seemed to lay claim. That 
is shown by the number of times the 
proposed legislation has had to be 
changed. Starting in 1919 as the 
Smith-Towner Bill, it became succes- 
sively the Towner-Sterling, the Ster- 
ling-Reed, and the Reed-Curtis bills, 
until the creators would hardly recog- 
nize their child, and no one knows what 
it will look like at the coming session of 
Congress. In all legislation, concessions 
must be made, of course, but if the 
sponsors of the proposal had been a 
little less confident and more willing to 
conciliate, upon two occasions at least 
the bill might have been enacted and 
received executive approval. 


PURPOSE OF THE BILL 


The bill in its various forms, how- 
ever, as we have seen, has always had 
two chief ends in view. One purpose 
was to remove the defects revealed by 
the war, such as illiteracy, inadequate 
teacher training, and neglect of physical 
education. This improvement it was 
proposed to accomplish by means of 
apportioning additional Federal funds, 
aggregating one hundred million dol- 
lars, to the various states according to 
their needs. Naturally the proposal 
was not received with any great en- 
thusiasm by the wealthier states, which 
had already found from bitter ex- 
perience with previous Federal sub- 
sidies that it meant paying out five or 
six dollars for every one they received 
back, and they insisted that all states 


could perfectly well meet the necessary 
school expenditures if they but had the 
will to do so. This the proponents of 
the bill have made it their business to 
refute by showing that educational out- 
lays in the various states correlate 
fairly well with their actual wealth. 

A more serious objection made by 
the opponents is that the distribution of 
funds by the Federal Government is 
sure to lead to interference with the 
systems-of the several states and to the 
establishment of an educational bu- 
reaucracy. The advocates, however, 
claim that nothing could be further 
from the intention of the bill, which 
limits the prerogatives of the national _ 
department to an annual audit. 

The other main object of the bill is to 
cure a serious looseness in the national 
administration of educational interests. 
Through the lack of a centralized 
agency, the government has distributed 
the functions of education among about 
forty departments, divisions, bureaus, 
commissions and boards, with over- 
lapping and conflicting powers, and it 
would seem to be hizh time that some 
unity in purpose was established for 
education. This has led to an ex- 
pression of fear on the part of certain 
opponents—President Butler in partic- 
ular—lest our national government be , 
completely changed and the functions- 
of education be absorbed and domi- 
nated by a remote body in Washington, 
while the people in the various states 
are absorbed in matters at home. The 
obvious answer, which will probably be 
made to this argument, is that trans- 
portation and communication have 
been so expanded and facilitated that 
San Francisco 1s actually nearer to 
Washington today than Philadelphia 
was at the time that the Constitution 
was created, and that there is little 
ground for the assumption that govern- 
mental functions will be carried on in a ` 
pocket without knowledge of the people. ' 


Wanted: An Active Coórdinated Government 
Bureau of Education 


By Dr. SamuEL P. Capen 
Chancellor, The University of Buffalo 


HE issue of a Federal Department 
of Education is for the moment 


" largely academic rather than political, 


f 


it seems to me, but I am persuaded, 
nevertheless, that more individuals in 
the United States are interested in this 
issue than in any other issue now before 
us as a nation except prohibition. The 
individuals who are interested are not 
so vociferous as certain other groups 
and they have not learned how to make 
themselves politically as effective as 
some others, but their aggregate num- 
ber is enormous. It runs into the 
millions. 

There have been before Congress in 
the last eight years a number of bills, 
beside the famous Smith-Towner Bill 
and its successors, bearing on the 
question of the extension of Federal 
influence in education or on the im- 
provement of the Federal Govern- 
ment's operations in this field. I do 
not remember just how many there 


/ have been, but they must number more 
~than a score. Of course the major 


t 
a 


ones have been proposed by the edu- 
cational forces. A good many others 
have been proposed by members of 
Congress to pacify or to forestall the 
educators. I suppose more legislation 
has been suggested on this subject than 
on any other important subject in the 
same period of time. As I have studied 
the reports of the hearings on these 
measures and read the periodical litera- 
ture dealing with the question, there 
has kept coming to me with renewed 
force the impression that much con- 
fusion of mind exists both among edu- 


Bey 


` cational people and among members of 


Congress. The confusion, I think, is 
both as to the appropriate function of 
the United States Government in such 
a field as education and also as to the 
possible effects of measures that have 
been proposed. 


Tan FUNCTION oF GOVERNMENT 


We have derived certain principles 
of governmental action during our 
experience of one hundred and thirty 
odd years. I think the principles that 
I am about to try to enunciate are 
more the result of accident than of 
anybody’s design. But however they 
may have originated, they are at least 
plain. The Federal Government is 
engaged in two essentially different 
types of activity. The first type—and 
the one we most commonly think of 
when we think of the government of 
the United States—is represented by 
the set of activities that are necessary 
for the organization and protection of 
the United States as a national entity. 
Such things, for example, as raising 
revenues, conducting foreign relations, 
providing for communications through- 
out the country, administering justice 
and providing for national defense. 
In the prosecution of all of these ac- 
tivities the government must exercise 
mandatory powers. lt always has 
exercised them. It cannot exist unless 
it does. Ii necessary it must back up 
its decisions in these fields with all the 
physical force of the nation. These 
activities are coeval with the life of the 
nation and they are represented in the ` 
structure of the government today by 
the older group of departments— 
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Treasury, State, War, Navy, Post 
Office, ete. 

However, as the nation grew and its 
life became more complicated, and as 
modern inventive genius brought new 
devices to civilization, the Federal 
Government was forced by the pressure 
of its citizens to concern itself with 
another set of activities entirely differ- 
ent. This set had nothing whatever 
to do with the organization and pro- 
tection of the United States as a na- 
tion. It is the group of activities 
which roughly might be classified as 
productive or creative. In dealing 
with these the government has evolved 
—and I think largely by accident—a 
quite different technique. 

The activities that I have tried to 
classify as creative are such activities 
as agriculture, commerce, labor, health, 
social welfare, science, education. 
Some of these already are represented 
in our administrative machinery by 
separate executive departments. But 
how have those departments on the 
whole proceeded? Their job has been 
very different fróm the task of the 
older departments. It has consisted 
largely of promotion, of stimulation 
with either no control at all of the 
interests concerned or with very little 
control. Or stated in other terms, the 
function of the government has been 
primarily to furnish facts and informe- 
tion, to solve problems, and to cc- 
ordinate the work of many individuals 
and groups within the states through 
outstanding national leadership. Think 
back in your minds over the history 
of the Department of Agriculture, or 
the Department of Labor. The De- 
partment of Agriculture originally had 
no mandatory powers. It was an 
information office, the business of 
which was to inform the agricultural 
interests of the country, to solve some 
Of its scientific problems, to persuade 
the individual members of that great 


interest to improve their processes. . 
The same was.certainly true in the 
beginning of the Department of Labor. 
The Labor Office was an office for the 
ascertaining of facts, the solution of 
problems, and it had no administrative 
jurisdiction. 

I said a moment ago that it may 
have been largely accident that the 
departments dealing with the creative 
activities of the nation had no powers 
in the beginning. At any rate, it 
seems not to have been clear to Con- 
gress that thev should never have 
any powers, because of late years there 
has grown up a tendency to give to 
the Department of Agriculture, to the 
Department of Labor and to the De- 
partment of Commerce, laws to en- 
force, subsidies to distribute and regu- 
lations to carry out. In my own 
private judgment the helpfulness and 
influence of those governmental organi- 
zations has been weakened every time 
any one of them has been endowed 
with a new set of powers. Now if you 
agree with me that there is this dis- 
tinction in the activities of the govern- 
ment, and that the technique of the 
government should and ought to be 
essentially different in prosecuting 
these two types of activities, then it 
is patent that if Federal influence in 
education is extended, as many people 
wish to see it extended, there must be 
very clear recognition of the limtta- 
tions on the government’s proper 
sphere of action in this field. 


PRESENT GOVERNMENT ACTIVITIES 


We have been told that the Federal 
Government does various things in the 
field of education. I do not know just 
how many Federal offices at the mo- 
ment deal with education. When I 
was connected with the Government 
some six or seven years ago there were 
about forty different Federal offices 
with educational functions, most of 


f 
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them making some kind of appeal at 
times to the educational systems of the 


states. The majority of these enter- 


- able to make. 


prises were rather inconspicuous and I 
know that some of them have since 
been abolished. But we still have 
several different important centers of 
educational work in the government 
establishment. The one that comes 
to everybody’s mind first is the Bureau 
of Education, which was created some 
sixty years ago and the principal func- 
tion of which is to collect information, 
to disseminate it, and to make such 
studies of educational problems and 
situations in the United States as it is 
It is a small office in 
the Department of Interior, very in- 


_ adequately equipped foritstask. Then 


~ 


there is the States Relations Service 
in the’ Department of Agriculture, a 
very large and potent office, which 
distributes subsidies under the Smith- 
Lever Act, directs the experiment 
stations and is in general in charge of 
the agricultural educational efforts in 
which the government interests itself. 
Further, there is the Federal Board 
for Vocational Education, which dis- 
tributes more subsidies under the 
Smith-Hughes Act and makes more 
investigations, It has a good deal of 
power. I might mention others, but 


- these are the most conspicuous and 


- 


they will serve by way of illustration. 
Now is the service that we get from 
those several agencies sufficient and is 
that sort of organization satisfactory? 
I think the answer of the educational 
profession has been emphatically “No” 
to both of these questions. That kind 
of service is not sufficient and certainly 
the organization is very far from 
satisfactory. The profession is not 
animated by a fanatical desire to 
federalize everything. Its leaders are 
not mere Utopians who think that if 
they can get money out of the govern- 


“ment they can overnight improve the 
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educational enterprise of the country. 
They are dissatisfied because the thing 
the government has already set out to 
do is done so badly and inadequately. 


Waar Is WANTED FROM THB 
GOVERNMENT 


I think it is fair to say that the 
profession—all of the profession and a 
good share of the lay public as well— 
now want from the Federal Govern- 
ment three things that are certainly 
not provided. The first thing they 
want is codrdination of the govern- 
ment’s own effort in this field. They 
want to have these several offices at 
least on speaking terms with one an- 
other and at the moment they have 
absolutely no relation to one another. 
No one of them knows what the other 
is doing. They carry on their activities 
as if they were in different countries 
and often the suggestions and instrue- 
tions emanating from them are mu- 
tually conflicting. If the government 
is going to spend a good many millions 
of dollars a year on education, as it 
now does, then the profession and the 
understanding lay public want to see 
the governmental enterprise better 
organized. We want some scheme of 
consolidation. 

The second thing we want is pro- 
vision for carrying on large scale in- 
vestigations of educational questions. 
In the end, all our principal educational 
problems become national problems. 
There is a constant reference upward 
out of the sphere of local inquiry until 
the great questions have to be stud- 
ied nationally. We have no facilities 
whatever.at the moment that are 
commonly within reach of the members 
of the public or of the profession for 
getting our great problems studied. 
What do we do now if we have an 
important question that we wish to 
have investigated, a question that 
affects the country as a whole? Wego 
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to the educational foundations and 
beg for a subsidy. Practically all of 
the important educational problems 
of the last ten years that have been 
studied nationally have been studied 
under grants from the Carnegie Cor- 
poration, or the General Educational 
Board, or the Commonwealth Fund, 
or some other educational foundation. 
These studies are all very expensive. 
Their cost is likely to run from $50,000 
to $200,000. They require an expert 
personnel whick has to be assembled 
for the purpose. It is a tremendous 
piece of work for the profession to get 
one of these national investigations 
launched and get it completed. In 
view of these difficulties and of the 
importance of such studies, we desire 


an agency to which the profession can , 


turn, that the profession in a sense 
owns, to perform these great national 
tasks as they present themselves. 

Let me cite a few examples of the 
kind of studies I have in mind. Im- 
mediately after the war with the change 
in the purchasing power of the dollar, 
probably the most pressing problem 
for schools was the financial problem. 


What should we do about it; on what, 


level must the schools be supported in 
order to live, with this wholly different 
economic base? Finally the American 
Council on Education got $200,000 
from four different foundations and 
set a commission to work on that task 
and the Educational Finance Inquiry 
was made. There was a good deal 
more delay than there should have 
been and the auspices, although as 
suitable and effective as any, were 
certainly no better than would have 
been a proper government agency. 
Again, every time the N.E.A. comes 
together it discusses the curriculum. 
The curriculum question is a national 
question. We have no means either 
of investigating it nationally or of 
bringing together and distributing 
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nationally the results of local inves- 
tigations. > 
The third thing that I think both - 
the educational group and the lay 
public desire from the Federal Govern- 
ment is leadership. That is a little 
more difficult to define. As we know, 
leadership is where you find it. It 
resides in human bemgs and not in 
bureaus or institutions. But when a 
great national study is made only half 
the task is done. It has to be inter- 
preted. It has to be made to tell or 
else its influence is certainly cut in 
half. What some of us would like to 
have connected with the government 
in the field of education is a kind of 
personal leadership which will make 
as effective as possible the scientific 
investigations which the government 
carries on. Occasionally we have se- 
cured such leadership in the United 
States Bureau of Education. Leaving 
recent history wholly out of account 
and simply citing the past, such leader- 
ship was there when William T. Harris 
was Commissioner of Education. What 
some of us would like, then, is to have 
a national agency set up that would 
appeal to a William T. Harris, if we 
could find another one, as a worth- 
while post from which to exercise his 
great talent. 
Now, can these things be secured- 
without a dangerous extension of 
Federal authority in this field, without 
real Federal control? I think they 
can. 1 think that if the earnest 
promoters of the Smith-Towner Bill 
and some of its successors had shown 
a little more sweet reasonableness at 
different times, we should have had 
these things already, because the ob- 
jection to the Smith-Towner Bill and 
the Towner-Sterling Bill and the others, 
was that those measures carried with 
them inevitable control through the 
large subsidy features. One may dog- 
matize about this as much as he likes, *. 
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but it is the history of the government 
that, if continuing subsidies are dealt 


~~ out, the office that deals them out also 


+ 


has coercive power. 


HOPEFUL SIGNS 


There have been several propositions 
before the Congress that would give us 
what we desire without the dangers of 
control. For instance, a consolida- 
tion inside of some existing department 
of at least two of the existing education 
offices, namely, the Bureau of Educa- 
tion and the Federal Board of Voca- 
tional Education, and the setting up 
of machinery for working relationships 
between the consolidated offices and 
all other offices of the government that 
deal with education would probably 
accomplish the ends the educational 
profession has in view. Such a pro- 
posal appeared a few years ago. It 
was known as the Dallinger Bill. It 
seemed to me to have very considerable 
merits. 

There is also another promising pos- 
sibility. The report of the Committee 


on Government Reorganization, filed . 


two or three years ago, provided for 
a regrouping of services in the several 
departments and the creation of one 
new department by assembling differ- 
ent services that belong together and 


- are now located in different government 


agencies. The new department was 
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to be called the Department of Edu- 
cation and Relief or Education and 
Welfare. That plan would have given 
us both the service and the leadership 
that I have been advocating. 

Finally, I think that the last measure 
before Congress proposed by the edu- 
cational people themselves, creating a 
separate Department of Education, 
without any subsidy feature, providing 
also for a consolidation of the govern- 
ment’s educational enterprises, and 
strictly limiting the functions of the 
department to research and publicity, 
would furnish what some of us believe 
to be necessary. I am persuaded that 
the operation of such a department 
would be attended by no invasion of 
the educational autonomy of the states. 

I agree with those who fear the en- 
croachment of Federal authority. But 
let us make no mistake; there is eventu- 
ally going to be a large extension of 
Federal influence in education. The 
obligation both of the profession and of 
the lay public is to make sure that the 
legislation which provides for this ex- 
tension shall strictly define the new 
government agency, whatever it be, 
so that it will exercise just those 
functions that have proved to be 
profitable to the interests concerned, 
and that it shall have no powers 
whatever to control education through- 
out the country. 


Federal Subsidies for Education 


By Austin F. Macnonazo, Ps.D. 
University of Pennsylvania 


DES G the last fifteen years 
Congress has worked out the 
details of a system of grants or sub- 
sidies from the Federal treasury to the 
states, which has enabled the Federal 
Government to exercise a considerable 
measure of supervision over matters 
not mentioned in the Constitution, and, 
therefore, presumably left in the hands 
of the states. Seven large grants and a 
number of smaller ones of this type are 
now made regularly from the Federal 
treasury to the state governmenta, with 
total congressional appropriations ex- 
ceeding $125,000,000 annually. Four 
of these are for purposes which may be 
definitely labeled as educational. They 
are: 

(1) the Smith-Lever Act of 1914, 
which provides for agricultural 
extension work; 

(2) the Smith-Hughes Act of 1917, 
establishing what has become 
a nationwide system of voca- 
tional education; 

(3) the Fess-Kenyon Act of 1920, 
providing for the training and 
placement in industry of phys- 
ically handicapped persons; 

(4) the Sheppard-Towner Act of 
1921, which provides for in- 
structing mothers, present and 
prospective, in the care of their 
babies. 

The Acts providing for the establish- 
ment of the agricultural colleges and 
the agricultural experiment stations 
should properly be omitted from the 
list because they contain practically 
no provision for Federal supervision. 


FEATURES IN COMMON 


All the recent subsidy laws have cer- 
tain features in common. First, they 
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provide for the payment of money from 
the Federal treasury to the states. 
Second, they ‘make these grants to the 
states on the basis, generally speaking, 
of population. Third, the money paid 
from the Federal treasury is paid to the 
states conditionally. Certain stipula- 
tions must be met before the states are 
entitled to receive Federal funds. 
These conditions are: (1) acceptance of 
the act by the state legislature, whicb 
involves setting up within the statean ` 
adequate administrative agency; (2) 
the matching of Federal funds. Every . 
state is required to put up a dollar of 
its own money for every dollar it 
receives from the Federal Government. 
This feature of Federal aid has led 
some to dub it the “fifty-fifty system.” 
(3) The state administering agency is 
required to submit detailed plans of its 
activities, which must be approved by 
the Federal bureau in charge. In each 
case the work is done in the state by 
state officials, but with a certain 
amount of Federal supervision. 
Remarkable progress has been made 
under the various subsidy laws. The 
history of Federal aid is a story of~- 
transformed agriculture; of vocational 
schools with thousands of students in 
states which formerly did not have a 
single course in vocational training; of 
hopelessly disabled cripples, transformed 
into happy, independent wage earners; 
of states which for the first time are 
giving their mothers an opportunity to 
find a solution for the problems of 
motherhood, and offering their babies 
for the first time a real chance for life. 
Few of the people who oppose Federal 
subsidies maintain that the work is 
being improperly done, or that it is. 
unnecessary. : 
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OBJECTIONS RAISED 


There are some exceptions, of course. 


~ Just a few months ago former Governor 


w 


>- 


“Jim” Ferguson of Texas took a fling 
at the Children’s Bureau. “It is sup- 
posed to teach Texas mothers how to 
have babies,” he cried, “‘in spite of the 
fact that the mothers of this state have 
made a success of having babies for 
over a hundred years.” One is re- 
minded of the story of the trained 
welfare worker who went to visit a 
mother of the slums. The woman be- 
came quite irritated. “So you're try- 
in” to teach me how to raise children,” 
she said, “me that has buried seven,” 

Most of the opponents of the Federal 
subsidy system, however, take their 
stand on very different ground from 
Mr. Ferguson. They advance five 
main objections to Federal aid, with a 
great many variations. One is that 
these various functions are purely local 
in their scope, and that their solution is 
a problem for the states, and not the 
Federal Government. But when prob- 
lems exist whose effects extend to the 
uttermost parts of the nation, it is 
difficult to believe that their solution 
rests entirely with the local com- 
munities. 

Is education, whether it be voca- 


_ tional training for high school students, 


better knowledge of crops for farmers, 
better knowledge of babies for mothers, 
or better knowledge of their economic 
potentialities for the physically handi- 
capped, purely a local problem? That 
question was well answered by John W. 
Abercrombie, Alabama State Superin- 
tendent of Education, when he said: 


Already over twenty millions of our 
people are residing in states other than 
those in which they were born, and it is no 
longer possible to permit a child to grow 
into citizenship in ignorance anywhere 
without endangering every other citizen 
everywhere. 
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Another objection frequently made 
to Federal subsidies is that they are 
stifling local initiative, and that the 
people are sitting back in complacent 
indifference. Such astatement is mani- 
festly absurd. Competent and impar- 
tial observers in every state of the 
Union add the weight of their testi- 
mony to the vast mass of statistical 
data that without Federal funds most 
of the states would never even have 
attempted problems they are solving 
to-day. When the records show four or 
five states carrying on the work of 
civilian rehabilitation or child hygiene 
in 1918 or 1920, and forty or forty-five 
doing it in 1926, largely with state 
funds and entirely through slate off- 
cials, it is difficult to believe that local 
initiative is being stifled and that local 
responsibilities are being shirked. 


Court DECISION 


Three years ago the Supreme Court 
of the United States settled definitely 
the constitutionality of the Federal 
subsidy system. The twin cases of 
Massachusetis v. Mellon and Frothing- 
ham v. Mellon, brought to determine 
the constitutionality of Federal aid, 
were dismissed for want of jurisdiction; 
but the Court, speaking through Mr. 
Justice Sutherland, went on to make a 
number of observations which, though 
in the nature of obiter dicta, are highly 
illuminating. Said the Court: 

Probably it would be sufficient to point 
out that the powers of the states are not 
invaded, since the statute imposes no 
obligation, but simply extends an option 
which the state is free to accept or reject. 

But we do not rest here. What 
burden is imposed upon the states, un- 
equally or otherwise? Certainly there is 
none, unless it be the burden of taxation, 
and that falls upon their inhabitants, who 
are within the taxing power of Congress as 
well as that of the states where they reside. 
Nor does the statute require the states to do 
or yield anything. If Congress enacted it 
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with the ulterior purpose of tempting them 
to yield, that purpose may be effectively 
frustrated by the simple expedient of not 
yielding. 

Clear, straightforward language, di- 
rect and to the point. Yet that deci- 
sion was handed down in 1928, and two 
years later Governor Ritchie of Mary- 
land declared: 


It simply cannot be argued that the 
Federal Government has any right to use 
Federal funds as a means of acquiring a 
control over local state purposes, which 
under the Constitution is not granted to the 
government but is reserved to the states. 
That, under our present Constitution, is 
simply indefensible. 


Apparently not even the Supreme 
Court of the United States is able to 
convince the opponents of Federal aid 
that it is constitutional. 


WHAT tae STATES THINK 


Another argument frequently raised 
against Federal aid is that it is pater- 
nalistic, that it tends to create a uni- 
form mould into which all state ad- 
ministration must be cast; in other 
words, that it serves as an excuse for 
Federal officials to cram Federal poli- 
cies down the throats of the states. 
Nothing is further from the truth than 
charges of Federal domination. The 
domination consists of a three- or four- 
day visit, once a year, by some Federal 
official to each state, supplemented by 
a searching scrutiny of the state’s 
accounts, and a most careful examina- 
tion of the plans submitted by the 
state. In each case the plan of activi- 
ties is prepared by the stete itself 
through its own officials, and varies 
with their concept of their state’s needs. 
The Federal supervising bureaus have 
nothing more than a sort of veto power 
and they are careful to exercise that 
power with the very greatest infre- 
quency. This summer I talked or cor- 


THe Ania OF THE ÁMERICAN ACADEMY 


responded with one hundred and forty- 
nine of the state officials administering 
the various subsidy laws for education. 
I missed only twenty-nine. These are 
the men and women who are “suffer- 
ing” from Federal bureaucracy, whose 
intimate knowledge of local conditions 
is, being ignored, we are told, by ruth- 
less Federal officials. And every one 
of the one hundred and forty-nine, 
with not a single exception, declared 
in the strongest possible manner that 
there was no thought or question of 
Federal domination, and that Federal 
co-operation had been kindly and 
helpful in the extreme. Most of them 
went on to say that without the stimu- 
lus of Federal funds their state pro- 
grams would not have reached the 
point where they are to-day for the next 
fifty years. If that be , domination, 
then the more domination, the better. 


SUPPLYING åm WHERE NEEDED 


Perhaps the mọst potent argument of 
the opponents of the Federal subsidy 
system is that it is economically un- 
sound, because it results in a trans- 
ference of wealth from the richer to the 
poorer states. Federal revenues are 
derived primarily, of course, from the 
wealthier states, while Federal subsi- 
dies are paid out, generally speaking, 


' 


on the basis of population. The result ~ 


is that some states get back far more 
than they pay in while others receive 
far less. Tables have been worked out 
by the distinguished Governor of 
Maryland to show that some states are 
receiving in Federal subsidies less than 
one per cent of the amount they con- 
tribute to the Federal treasury in the 
form of income taxes, while others are 
receiving anywhere from 100 to 800 
per cent. Such tables are obviously 
misleading. ‘They credit to New York 
State, for example, the amount of the 


income taxes paid in by the Union. 


Pacific and the Southern Pacific rail- 


i 
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— 


roads, which do not have a single mile 
of track east of the Mississippi River. 


~ Likewise they credit to New York the 


entire income tax paid by the United 
States Steel Corporation, which has 
more stockholders in Pennsylvania 
than it has in the Empire State. Ifthe 


total wealth of the several states, or 


their total current income, or some 
combination of the two, were used as 
the basis of comparison, the results 
would be quite different. The dis- 
parities would be just about one-fourth 
as striking. Whatever the method of 
computation, however, it is obvious 
that Federal subsidies are not dis- 
tributed among the several states in 
proportion as they contribute to the 
support of the Federal Government. 
There seems to be no good reason why 
they should be. Probably it has never 
been suggested! that river and harbor 
appropriations or Federal post offices 
should be proportioned to the share of 
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Federal taxation borne by each state. 
Now that such questions are being 
raised, they should be met squarely. 
Are we prepared to ignore the striking 
differences in the ability of the several 
states to support education, requiring 
each state to work out its own salva- 
tion—or condemnation? We compel 
the rich man, even though he be child- 
less, or though he chooses to send his 
children to private school, to contribute 
to the support of the public school sys- 
tem. Are we going to permit the 
wealthier states to neglect their re- 
sponsibility for the establishment of at 
least a national minimum of educa- 
tional opportunity in this country? Or 
shall we recognize frankly that the 
Federal subsidy system brings to the 
poorer states a measure of financial 
relief, and that it brings to all the states 
a stimulus and a leadership that could 
come from no other source than the 
Federal Government? 


State and Federal Jurisdiction in Education 


By Caries R. Mann, Ph.D. 
Director, American Council of Education 


IH regard to the question of 

tke Federal Department of Edu- 
cation and its relation to the states 
there haz been active discussion for the 
past eigkt years. Up to date, nothing 
practical has happened in the way of a 
change cf the Federal office or offices 
and the rreation of a new department. 
We canmt, however, regard the eight 
years as wasted on that account, be- 
cause we must remember that in a 
democracy success is not measured by 
the objective achievements always, but 
rather by the growth of the people. No 
one who as followed the argument for 
the past eight years can deny that 
people have grown in understanding of 
this problem encrmously. Therefore, 
it has been enormously worth while. 
The important thing is to note the 
direction of that growth and the rate 
at which -t is taking place. 

This ciscussion has had certain 
obvious banefits in ridding the majority 
of those who have taken part in it of 
several okvious fallacies. I think the 
majority cf us, certainly more than half 
of us, are convinced of the fallacy of the 
fifty-fifty subsidies. I am sure that the 
state legislatures have learned that 
they are not getting something for 
nothing o2 a fifty-fifty subsidy from 
the Federal Government. I am sure 
that the Federal Government and 
Congress have learned that that fifty- 
fifty subsidy really does carry control, 
although really on the face it would 
seem not to do so. Hence, one of the 
advantages that has come from this 
discussion is the exposure on a wide 
scale of the fallacy of the fifty-fifty 
subsidy. 


Another of the very perplexing 
problems that has become clearer is the 
relation between wealth and the sup- 
port of schools in a state. We all 
know offhand that there are vast 
differences in the wealth of the different 
states and in their ability to support 
schools. But these figures concerning 
taxable wealth are extraordinarily mis- 
leading because there are no uniform 
tax laws in the states, and because the 
definition of what constitutes taxable 
wealth is not clearly understood. You 
all recall that a few years ago North 
Carolina made a re-assessment of 
state property for tax purposes, and 
when the re-assessment was finished, 
North Carolina’s taxable wealth was 
four times what it previously was. 
Nothing had been changed in North 
Carolina except figures in books. That 
sort of uncertainty in the taxable 
wealth figures makes them very elusive 
in dealing with this problem. 

It is interesting to note in passing 
that in all these lists we have seen, 


fo” 


Mississippi is somewhere near if not -- 


at the bottom. Yet every one who 
knows Mississippi knows that during 
the last ten years it has made very no- 
table progress in the development of 
a consolidated rural school system of 
its own, at its own expense. These 
taxable wealth figures you see fail to 
take account of the unused energy 
of the people which can be liberated 
without money and without price 
In an educational enterprise that 
grips them. ‘That is what happened 
in Mississippi. 

Another exploded fallacy is the 
assumption that equal educational 
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opportunities are secured by equal 
expenditures of money. It has been 
- implied in many of the arguments that 
in order to secure equal educational 
opportunities, with which I am heartily 
in sympathy, you must spend approx- 
imately the same amount of money 
per child. The relation between per 
capita cost of education and educa- 
tional opportunity 1s again very ob- 
scure, and we are in great danger of 
going wrong if we lay too much weight 
on figures. These are some of the 
fallacies, or some of the questionable 
beguiling points, which have led us 
astray in the past, and on which we are 
becoming much more clear. 


Factne a New SITUATION 


In education we are at present faced 
by a totally new situation which has 
been developing so rapidly that few of 
us have grasped its significance. This 
new situation has been brought ebout 
by the war, by our great industrial 
growth, and by the opening up of our 
international relations. The thing to 
do now in facing this question of Fed- 
eral relation in education is to try to 
make an estimate of the new situation 
and in the light of that estimate to 
make a plan as to what ought to be 
‘ done. I would like to take up the 
question from that point of view. 

In this new situation it seems ¿o me 
that there are three very significant 
and outstanding features. The first 
of these is a change in the nature of 
public demand on the schools. This 
change has been going on gradually for 
a great many years. But the war 
erystallized opinion. It seems to me 
that the public is now demanding of 
the schools that they discover the 
capacities and abilities of each child and 
provide means for their maximum 
development. In prewar days schools 
A- had fixed curricula, and children were 
sent into these fixed curricula and were 
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judged to be more or less failures if they 
did not conform. That idea has rather 
disappeared to-day. The fundamental 
demand of the public on public educa- 
tion is that somehow it find out or dis- 
cover or cause the child to reveal to 
himself his own capacity and then 
provide methods for developing that 
capacity to the maximum. That de- 
mand presents a new problem for the 
schools. 
* Jf the schools are going to make good 
in solving that problem, it requires a 
large amount of experimentation. New 
devices, new methods of discovering 
ability, new methods of developing 
ability are required. This experimen- 
tation, which has been going on very 
markedly since the war, has led to the 
recognition of the fact that real control 
in school progress does not lie in the 
school authorities or in the state 
legislature or in the Federal Govern- 
ment. Real control lies in the facts 
which are discovered by means of this 
experimentation. ‘Therefore, the sec- 
ond important feature in the present 
new situation is the rapidly growing 
conviction that facts control education. 
While governments control the admin- 
istration of education, the actual proc- 
esses of it are controlled by facts. An 
administrative system that operates in 
accordance with the facts makes the 
maximum success of the school system. 
The third important feature of the 
new situation is that in this process of 
experimentation in order to discover 
facts it has been necessary to develop 
co-operation among large units. Sta- 
tistical studies that lead to reliable 
facts require the compilation of data 
from a large number of cases. Very 
few school systems have enough cases. 
Therefore, there has developed a tech- 
nique of co-operation among school 
units by which enough data are assem- 
bled to justify sound conclusions. The 
three factors that stand out in the 
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present educational situation are: first, 
public demand for discovering ability 
and giving it opportunity to grow; 
second, experimental study, which is 
leading to the conclusion that facts 
really control education; and third, the 
technique of co-operation which has 
developed for the purpose of enabling 
us to discover the facts which are really 
significant. 

This situation is not peculiar to 
education. The same development is 
going on in the industrial world. In- 
dustry has made marvelous progress 
through invention and scientific study, 
but it is now coming to realize that the 
greatest opportunity for further devel- 
opment lies in releasing pent up human 
energy by discovering what a man can 
do best and giving him opportunity to 
grow. Industry and business are ab- 
sorbing this new idea. They are 
making experiments and developing 
co-operative methods whereby they can 
compare results and make progress 
together. That being the situation, 
what can we in America do to hasten 
the rate of development? Those three 
factors determine the direction in which 
the progress is taking place. What 
can be done to accelerate progress? In 
particular, with reference to the sub- 
ject of extension of Federal influence in 
education, what can the Federal Gov- 
ernment do? 


Wauat Is rar FEDERAL GOVERNMENT? 


In order to answer this question it is 
necessary first to get a clear conception 
of what the Federal Government really 
is. ‘There is a great deal of confusion 
with regard to the fundamental ques- 
tion as to where sovereignty rests in 
this country. In a debate recently one 
man said that we have a double sov- 
ereignty—national government and 
state government. That shows the 
confusion. Of course a double sover- 
eignty is impossible. You cannot 
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serve two masters. The complete | 
statement of wheresover sovereignty 
rests has been given us by Dr. Judson ` 
in his recent book on Our Federal 
Republic, where he points out that each 
state is not sovereign within its own 
domain, nor does the sovereignty of the 
nation rest in the Federal Government. 
Sovereignty rests in the United States 
acting by a majority of three-fourths 
of the states. Therefore the Federal 
Government is not a government in the 
ordinary sense. It is an agent of this 
sovereign power, and therefore it is not 
a final authority but only acts as an 
agency of the sovereign power in matters 
delegated to it. Now that we recog- 
nize this fact, the idea of Federal con- 
trol in education takes on a different 
aspect, because the Federal agency 
called the government in Washington 
has no more authority than is granted 
it by the sovereign United States acting 
by a three-fourtas majority. 

- Now the thing that is needed, or the 
thing which this sovereign power 
might require the Federal Government 
to establish, seems to me to have been 
already described by Dr. Capen in his 
article.! It is a thing the states and 
individual communities need for theif 
intelligent guidance. That is an. 
agency which is competent to gather 
reliable facts and to disseminate them 
throughout the country. Such an 
agency would satisfy the demand of the 
situation for the facts that control 
education. Such a federal office is 
necessarily out of politics, because 
politics is finding more and more that 
it is helpless against facts, if the facts 
are reliable and well presented and de- 
rived on a large enough scale. There- 
fore, if the sovereign states request the 
Federal Government to establish such 
a fact-finding agency, there is little 
danger of it coming into politics if it 
remains true to its function. The A 

1See p. 97. 
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danger is becoming less and less every 
year as the recognition that facts con- 


~-trol education expands. 


If that is the nature of a Federal 
education office demanded by the 
. present situation, it seems to me to be 
immaterial whether it is a bureau or a 
department. Itsmerit and success will 
depend upon the quality of work. 
There is a slight preponderance in favor 
of making it a department at the 
present time, because the budget ar- 
rangements in Washington are such 
that it is very difficult for a bureau to 
get adequate financial support. A 
department has direct access to the 
chief of the budget and can secure 
financial support more easily. But as 
a matter of achieving its function in 
education, it seems to me it Js immate- 
rial whether it is organized as a depart- 
ment or bureau. J am ready to leave 
that question entirely to Congress. 

From all of this it appears that the 
present situation is most encouraging. 
This development, both in industry 
and education, of reliance upon facts 
in guiding action throughout the coun- 
try is directed away from further cen- 
tralization of authority or administra- 
tive function in Washington. I think 
my readers will agree that the greatest 
' danger at the present time to American 
“democracy is this tendency to let 
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Uncle Sam do everything. This proc- 


ess now going on in education and 
industry is a direct antidote to the cen- 
tralizing tendency. Co-operation and 
experimentation in finding facts oper- 
ate to liberate local initiative and to 
stimulate local responsibility, and not 
to vest greater power in the Federal 
Government. 


In CONCLUSION 


In conclusion, the question as to the 
jurisdiction of the states and the 
Federal Government in the matter of 
education may be concisely answered 
as follows: The individual states ob- 
viously have jurisdiction over their own 
education, if by jurisdiction you mean 
the administrative authority and the 
responsibility for the operation of edu- 
cational systems. But final control of 
education lies in facts derived from 
experiments and experience in trying to 
meet the new public demands. The 
Federal Government, or Federal organ- 
ization, can do its part in developing 
the educational system of the country 
by establishing a suitable and adequate 
fact-finding and fact-disseminating of- 
fice, which will have influence and a 
stimulating effect upon the general 
development that is going on, but 
which will have no power in the sense 
of authority and no control. 


The Dilemma of Giant Power Regulation 


By Joun H. Gray 
Washington, D. C. 


OTHING need be said here about 
the importance of power. Power 
is the very life of all industry. It is 
probable that electric power will mean 
more to the coming centuries imme- 
diately before us than steam meant to 
the 19th century. The necessity for 
regulation of industries which are af- 
fected by a public interest is thoroughly 
established in our minds and a funda- 
mental part of our legal system. This 
doctrine was thoroughly embodied in 
our law by the Supreme Court in the 
famous case of Munn v. Illinois, in 
1876. That decision declared the 
power a legislative power under our 
Constitution and one beyond the reach 
of the courts. Under that decision a 
rate fixed by the legislature directly, or 
by a commission authorized by the 
legislature to fix rates, was beyond 
judicial review. But the court soon 
became frightened at the radical move- 
ments, and in 1894, by dragging in the 
Civil War amendments, meant to pro- 
tect the persons and property of the 
emancipated slaves, and declaring a 
corporation a person—forgetting that, 
if it is a person under these amend- 
ments, it must be a person of color— 
the court assumed the right of judicial 
review of legislatively fixed rates. 


Court RULINGS 


The court said that the right to fix 
or establish a rate is a legislative power, 
but that, in view of three provisions in 
the Federal Constitution requiring due 
process of law and the equal protection 
of the laws, and requiring that public 
property be not taken by any state for 
public use except upon payment of 


just compensation, it was the duty of 
the Federal courts to examine, in a 
properly presented case, any legisla- 
tively fixed rates, and to void them, if 
they were in conflict with any one of 
these three provisions oí the Federal 
Constitution. So far as this point is 
concerned, that is the law today. It 
makes the regulation of rates a slow, 
uncertain and expensive task. For, 
under this ruling, where the court 
voids a legislative rate on constitu- 
tional grounds, it cannot establish a 
just and constitutional rate itself to 
take the place of the rate declared void, 
that being strictly a legislative function 
under our system of government and 
the theory of separation of govern- 
mental powers. It simply voids the 
rate and restrains its enforcement. 
Then the legislature or the commission 
must begin all over again. The upshot 
of it is that, in law, the legislature fixes 
rates; in practice, the court determines 
what rates shall be made or enforced. 

But this ís only the beginning of 
trouble with the courts. For, under 
our system of jurisprudence, state 
courts and state commissions are each 
limited to the territory of their own 
states. They have no power to exam- 
ine books or to summon witnesses out- 
side their respective states. Since the 


firm establishment of the right to regu- 


late, each of the states, with a single 
exception, has established a state com- 
mission, and the Federal Government 
has three commissions; namely, the 
Interstate Commerce Commission, the 
Federal Power Commission, and a Pub- 


lic Utilities Commission for the Dis- -A 


trict of Columbia. The particular in- 
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' dustries placed under these commissions 
differ in the different state jurisdic- 

—tions, but in general they include elec- 
tric companies, street railways, water, 
gas and railroads. The power of the 
state courts in this field has virtually 
disappeared, because in case of diverse 
citizenship of parties nearly all cases 
may be taken to the Federal courts, 
and for this purpose a corporation is a 
citizen. In this day of national in- 
dustry, virtually every case may be 
taken to a Federal court. The difh- 
culty is increased by the fact that con- 
trol under the law does not extend to 
non-utilities. And in this day of hold- 
ing companies most of these industries 
are controlled by holding com- 
.panies, many of them not even 
incorporated, and if incorporated they 
are usually territorially outside the 
jurisdiction of a state commission in 
any particular local utility rate case. 


INTERSTATE CONTROL 


So far as electricity is concerned, the 
Federal Government has never as- 
sumed control over it. Reasoning 
from analogy, however, so far as elec- 
tricity is transmitted beyond the state 
of its generation is concerned, it is 
subject exclusively to’ Federal jurisdic- 
tion and control. This follows, in my 
opinion, inevitably from the decisions 
in natural gas cases. The Federal 
Government has already nominally, 
that is, legally, assumed control over 
interstate telegraph and telephone serv- 
ice, but not over intrastate activities 
in this field. Up to date, however, 
this control, even over the interstate 
activities, has remained for the most 
part on paper only. 

With the growth of Giant Power, 
and holding companies in the electric 
field, it is plain that control cannot be 
effective if exercised by these two dis- 

4 tinct sovereignties, state and national, 
by two different bodies, and under two 
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sets of laws. It is entirely problemati- 
cal how far the Federal Government 
will permit the states to go in regulat- 
ing the electrical industry in the ab- 
sence of Federal action. But it is plain 
under the commerce clause of the Con- 
stitution that the Federal Government 
has exclusive control of interstate trans- 
mission of electricity. When it cares 
to assume such control, it will interfere 
and prohibit any state action in this 
field so far as in the judgment of the 
Federal courts it is necessary to do so 
to accomplish effective control of in- 
terstate electrical matters by the Fed- 
eral Government. This follows from 
the decisions in the Shreveport case, the 
Minnesota Rate case and under the 
‘Transportation Act. 

In the Minnesota Rate case, 280 
U. S. 433, 1918, the court said of 
railroads: 

If the situation has become such, by 

reason of the interblending of the inter- 
state and the intrastate operations of 
interstate carriers, that adequate regula- 
tion of their interstate rates cannot be 
maintained without imposing requirements 
with respect to their intrastate rates, which 
substantially effect the former, it is for 
Congress to determine, within the limits of 
its constitutional authority over interstate 
commerce and its instruments, the measure 
of the regulation it should supply. 
Acting upon this and many similar 
rulings in other cases, Congress in the 
Transportation Act of 1920 specifically 
authorized the Interstate Commerce 
Commission to fix intrastate rates 
wherever existing or proposed state 
rates interfered with or burdened inter- 
state traffic. The Commission has 
acted in numerous and important in- 
stances under this provision, and such 
action has been sustained by the Su- 
preme Court. 

It needs no argument to show that 
electricity has in fact become a national 
industry, and is destined to become 
more and more so. If it is to be pub- 
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licly coatrolled, it must be nationally 
controll=d, under a uniform system of 
nationa. laws. The diversity of citi- 
zenship and the growth of holding com- 
panies makes this inevitable. Any at- 
tempt t> control the local part of the 
industry by one body and the inter- 
state part by another body, each an- 
swerable to a different set of laws, and 
responsible to a different sovereignty, 
is doomed to failure. The control 
must be as broad as the industry and 
subject to uniform laws. Our expe- 
rience with railroad control as well as 
reason teaches this. 


PRESENT SITUATION 


It is said that five holding com- 
panies now control forty-three per cent 
of the electrical industry. A single 
one of these companies now operates 
in twenty-two states and in more than 
twelve hundred municipalities. To 
show hcw impossible any state, or 
mere local control is, with its terri- 
torially | mited jurisdiction, let us con- 
sider for a moment, the character and 
method af operating of a holding com- 
pany. Æ company is organized, in- 
corporated, or not incorporated, and 
domiciled wherever it seems most ad- 
vantageous to the promoters. It can- 
not be summoned into the jurisdiction 
of any state except that in which it is 
incorporsted. If it is not incorporated 
it is not subject to control even by the 
state of its domicile. It is not nec- 
essarily an operating company or a pub- 
lic utility even in the state of its incor- 
poration, if incorporated. Its affairs 
are practrally a sealed book to all com- 
missions er other public bodies. 

It now proceeds to buy a majority of 
the shares of public utilities in different 
parts of the country and to operate the 
different companies each under its own 
name anc charter. The holding com- 
pany is in the eyes of the law a simple 
stock holder, not subject to more con- 
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trol than a private stock holder. 
favorite way is for a single group of 
men to organize three separate com- 
panies, who buy the shares of many 
local companies in the name of one of 
their companies. The same small 
group of men, having a majority of all 
the shares of the local companies in 
ownership and control, elect themselves 
directors of the various local compa- 
nies. They sit at one and the same 
table and do business in the name of 
all these local companies with their 
new holding companies of which they 
are also directors. When they have 
bought control of a given company 
they determine that the plant needs re- 
building. They vote as directors of 
this company to issue securities for 
this purpose. Then, still acting as 
directors of the given company, they 
make a contract with their finance com- 
pany to float the necessary securities, 
paying such commissions and broker- 
age as they choose. Still acting as 
directors of the local company, they 
enter into a contract with their engi- 
neering company to rebuild the plant, 
again contracting with themselves, and 
paying such price as they choose. 
Again acting as directors of the local 


company, they enter into another con- ` 


tract with their new operating com- 
pany to operate the plant, paying such 
a price as they choose. They sell 
securities back and forth among all the 
companies they control on such terms 
as they choose, and as often as they 
wish to, shift surplus or earnings from 
one company to another in this manner. 
They sell and buy coal and other mate- 
rial and electricity among their compa- 
nies at will. For the essence of Giant 
Power is to pool the current and to con- 
nect all the plants with the pool and to 
draw from this pool as their financial de- 
sires dictate. Bear in mind that all the 
gains from all their contracts go to the 
same parties—that is, themselves— 
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and that they are always trading with 
themselves. Now, when the local com- 


. pany has a rate case these bare con- 


tracts may be brought before the state 
commission for that company hasa dom- 
icile in the state of this commission and 
its contracts are usually open to the 
commission, but none of the conditions 
of the contract are known. The com- 
mission has no means of judging of the 
fairness of any of the contracts. All 
this is done clearly within the law. It 
ought to be plain to the dullest mind 
that with all these facilities conceal- 
ment of the costs and profits of the 
service can be made within very wide 

limits, to appear exactly what the 
owners wish them to be. Under such 
a system of organization and operation 
with our limited territorial jurisdiction, 
state control is a farce. 


A NATIONAL RIDDLE 


Enough has been said by me to show 
that the electrical industry is a national 
industry—a highly centralized indus- 
try in its ownership and private control 
and management. It is also clear that 
greater concentration is coming and 
that the great holding companies are 
more and more acquiring a community 
of interest, and are connecting their 
plants with transmission lines that are 
already almost continent wide. If the 
Industry is to be publicly controlled the 
holding companies must all be brought 
under public control and their financial 
organization must be greatly simpli- 
fied. But no state can do this because 
of its territorially limited jurisdiction, 
for under our dual constitutional sys- 
tem each state as a sovereign state is 
limited in all of its activities to its own 
soul. The Federal Constitution, in ad- 
dition, prevents it from interfering with 
Federal affairs. So far as electricity is 
interstate, constitutionally that is an 
exclusive Federal matter. 

Truly we_are up against a first class 
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dilemma. The right to regulate being 
a police power, neither sovereignty, 
without a constitutional amendment, 
can. permanently surrender its regula- 
tory power to the other. Notwith- 
standing the important interstate phase 
of the subject, a large part of the elec- 
trical industry is preéminently local 
In its character. Certain it is, that 
neither constitutionally nor practically 
can the whole regulation be left to the 
individual states with their limited 
jurisdiction and their jealousy and 
conflicting views and policies. We 
must work out some system by which 
the strictly local matters can be dealt 
with by public authorities that are 
easily accessible, that derive their 
powers from the various states and are 
answerable to their respective states. 
At the same time, the strictly inter- 
state parts of the industries must be 
regulated nationally, by uniform Fed- 
eral laws, by Federal officials who are at 
the same timethoroughly familiar with 
the local as well as the interstate parts of 
the industry. Any scheme of control, if 
all commissioners dealing with the sub- 
ject are not thoroughly informed in re- 
gard to every fact in regard to the com- 
panies with which they deal, whether 
that fact relates primarily to interstate 
or intrastate activities, will fail. An 
interstate body cannot expend the time 
and money necessary to acquire the ex- 
pert knowledge of the intrastate ac- 
tivities for the mere sake of controlling 
the interstate activities. 


SUGGESTIONS TowARDS SOLVING 


But three serious propositions for 
solving these complex problems have 
been made. They are: 

1. To load the Interstate Commerce 
Commission with the interstate part of 
the control and leave the state commis- 
sions, as at present, in charge of the in- 
trastate parts of the industries. 

2. To provide by means of state 
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treaties or compacts for intersale con- 
trol of the interstate parts of the indus- 
tries by the state commissions with the 
consent of Congress, leaving the local 
control as at present with the state 
commissions. 

8. To combine the whole regulation 
in the same body of men who shall, 
under suitable state and» Federal legis- 
lation, act in the dual capacity as a 
state or a Federal commission for the 
territory of the state as circumstances 
may require. 

Enough has already been said in re- 
gard to the first two propositions to 
show the futility of local control under 
our constitutional system. A nation- 
wide industry cannot be successfully 
regulated by-any body whose jurisdic- 
tion does not extend throughout the 
whole nation. 

The regulating body must have 
knowledge of all of the affairs of the 
serving company irrespective of state 
lines. The states can never get money 
enough or experts numerous enough or 
skilled enough, to get such knowledge. 
Furthermore, the Constitution forbids 
them to get such knowledge, even if 
they had the money and the experts. 


Every state authority the world over. 


is limited to the territory of its own 
state. 

The proposition to turn the inter- 
state regulation of electricity over to 
the Interstate Commerce Commission 
is hopeless. In the first place, that 
commission has more duties placed 
upon it by existing statutes than it can 
possibly carry out. In the next place, 
the state jealousies and the controver- 
sies with state commissions would block 
the effective regulation of these indus- 
tries by such a method. The nature of 
the industry would probably make 
difficulties here much greater than they 
have been in the railroad field and the 
difficulties of railroad control, because 
of these conflicts, are today after about 
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forty years of wrestling with them al- - 


most prohibitive of effective control. 
This is still true, although beyond 
doubt the nature of the railroads makes 
it much easier, constitutionally, to ex- 
tend Federal power over all railroads 
than it would be to extend the same 
power over the electric industry. In 
the case of railroads this extension has 
tended to kill local sentiment and, un- 
der present legislation, to increase 
greatly the evils of centralization and 
bureaucracy. 

At present, the Interstate Commerce 
Commission is organized on a definite 
legal centralized system of administra- 


tion and long established traditions. - 


This is true to a degree to hamper 
greatly the effectiveness of regulation 
of the industries now under the super- 
vision of the commission. 

It would be sheer and unnecessary 
duplication, even if such were not the 
case, for the commission to try to ac- 
quire sufficient knowledge of the local 
phases of the electric industry to make 
interstate control effective. To make 
any control effective, the controlling 
persons, or officials, must have com- 
plete knowledge of the situation and of 
all affairs, state or interstate, of the 
companies with which they deal. 

The proposition for state compacts 
seems to me impossible for various 
reasons. First, each of such compacts 
must have the formal and specific ap- 
proval of Congress. While such com- 
pacts are numerous in our history, they 
are for the most part such as relate to 
boundaries and police and sanitary 
powers, and da not touch or directly 
influence larger conflicting and shifting 
industrial interests. From a psycho- 
logical standpomt, they are virtually 
unknown to the public mind. But we 
are dealing here with a dynamic, shift- 
ing, changing industry of the first 
order. Most of the existing compacts 
settled their problems once for all, and, 
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at most, affected two or but a few 
states. We have here an industry that 


- affects all the states. If we are to deal 


with it by compacts, we shall find, 
when Giant Power is fully developed, 
that we should have to have individual 
compacts affecting many states. The 
jealousies of the states, worked on by 
rival financial interests, would cer- 
tainly prevent the successful negotia- 
tion of compacts as fast as they are 
needed, while the same influences 
would prevent the approval by Con- 
gress. The rapid development of the 
industry might easily make the com- 
pacts antiquated, with the need of 
amendment, before they could be ap- 
proved by Congress. Every impor- 


P tant economic change in the interstate 


~% 


development of electricity would re- 
quire new negotiations and new appeals 
to Congress. They would be harder to 
deal with satisfactorily than the World 
Court protocol. Any such method 
would tend to block the industry, and, 
in fact, to leave it unregulated. Amer- 
ican industry, in the present state of 
the public mind, does not wait upon 
slow and tedious negotiations, 

The recent experiences of New York, 
New Jersey and Pennsylvania in re- 
gard to such negotiations in this feld, 
and the attempts of seven states to 


- apportion the power to be developed in 


the Colorado River do not encourage 
us to hope for much from such com- 
pacts. Had agreements been reached, 
what would have been the fate of them 
in Congress? If they had been ap- 
proved by Congress, how long would it 
have been before new negotiations for 
amendments and new appeals to Con- 
gress would have become necessary? 
We may easily conjecture what would 
become of the multitude of such nego- 
tiations and such applications to Con- 
gress after Giant Power had spread 


- over the whole country and electric 


current could be sent from coast to coast. 
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As soon as it is proposed to turn over 
the interstate electrical interest to the 
Interstate Commerce Commission or 
other national body, we run against all 
the traditions of states” rights and va- 
rious complexes. These not only stir 
up violent emotions and still reason, 
but evoke certain unformulated as- 
sumptions as the basis of opinion and 
agitation. The unexpressed assump- 
tion is that any national regulation 
necessarily means centralized, nation- 
alized, bureaucratic, slow, expen- 
sive and arbitrary administration of 
the power in question. We imme- 
diately, on the basis of this assumption, 
hear outcries about the inefficiency 
and expense of bureaucratic govern- 
ment. Truly, for reasons already 
hinted at, it would be impossible for 
the Interstate Commerce Commission 
to exercise this power effectively from 
one office at Washington with its pres- 
ent centralized method of adminis- 
tration. The Commission is already 
breaking down under its present duties 
with its centralized administration. 
If any national power is to be effec- 
tively exerted, whether it is that of the 
Federal Judiciary, the Interstate Com- 
merce Commission, or the Post Office, 


-the administration, while under uni- 


form national laws and national in- 
spection, must be decentralized, with 
most of the work done locally away 
from Washington. Above all, it must 
take advantage of local knowledge, 
local sentiment, and local pride. It 
must be so arranged as to save the end- 
less delay and expense incurred in try- 
ing to do all the work from one central 
office. Few private businesses are as 
large, or as complex, or as difficult to 
administer, as the three departments 
of government just mentioned. No 
large private business has ever been 
effectively administered, and probably 
never can be well managed, with as 
highly a centralized management as we 
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have ir. these three departments of 
government today. 

It wculd be as practicable, and as 
sensible, to try to do all the Federal 
judicial business of the United States 
from one office in Washington, without 
any district and circuit courts with all 
their judges and staffs, as it is to try to 
exercise-essentially all the powers of the 
Interstate Commerce Commission from 
one office. But the evils of centraliza- 
tion would be much larger in the case 
of electricity than in the case of the 
railroads. ‘The business is much more 
complex and dynamic, and much less 
subject to routine action. 

Fortunately the logic of the situation 
calls for no such stupidity or for any 
such an attempt based on traditions, 
complexes and emotion rather than on 
reason. To recapitulate, we are ap- 
parently rapidly approaching an era 
when el=ctric power will dominate our 
industrial life and will be generated in 
large central plants and distributed over 
high tension lines across innumerable 
state lines. Yet the industry is pri- 
marily cf local interest, and, under our 
complex constitutional system, in its 
local phases, is subject to state and not 
Federal regulation. Nearly all the 
states have state commissions already 
in charge of such state regulation. 
These commissions have already 
amassed vast stores of information and 
a consicerable degree of expertness in 
this field. Yet they are greatly ham- 
pered bv the territorial limitations of 
their respective jurisdictions, and the 
national character of the owning and 
serving companies. The states are 
very losth to surrender any of their 
power, even if there was constitutional 
right to do so without constitutional 
amendments, 

The industry already has interstate 
relations of ownership and operations 
of vital importance, and these are bound 
to increase in the near future. These 
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phases of the industry are clearly ` 


exempt from state control or interfer- 
ence under the commerce clause of the 
Federal Constitution. Irreparable in- 
jury will result if we attempt to solve 
this problem of dual state and Federal 
control through the slow process of 
constitutional amendments. Neither 
state nor Federal control can be exer- 
cised effectively unless the persons 
exercising the control have complete 
authority to acquire, and actually do ob- 
tain, complete knowledge of the affairs, 
state and Federal, of the companies 
with which they deal. There is grave 
doubt ‘whether, under present consti- 
tutional arrangements, either a state or 
a Federal constitution as such can be 
given legal authority to acquire the 
necessary information for exercising 
effective regulation within the field 
allotted to it. This is certainly true in 
regard to the state commissions. This 
argument leads inevitably to making 
the same persons at the same time 
state and Federal officers and agents. 

Let Congress pass an act declaring 
that the state commissions in the re- 
spective states, for the time being, shall 
ex-officio become Federal agencies or 
commissions for dealing with the in- 
terstate phases of this industry. It 
would remain for the individual states 
to accept or reject this burden. It 
could not be forced by Congress on any 
state against its will. 

Provision should, therefore, be made 
to lodge this power in the hands of 
the Interstate Commerce Commission 
where any state did not have a com- 
mission, or when the state refused to 
accept the power offered it by Congress. 
It could easily be provided that, in 
interstate relations where more than 
one state in a given instance was af- 
fected, the commissions of the states 
affected should for this particular case 
sit together as a joint or single com- 
mission. 
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É Such an act would show such respect 
~ for the rights of the states and even 
for their sentiments and traditions, as 
would probably cause every state vol- 
untarily to accept the act. It might 
even induce the only state now without 
a state commission to create a commis- 
sion in order to protect its rights and 
take advantage of this act. There is 
' little doubt, in my mind, that such 
legislation would so increase the dignity 
and prestige of the state commissions 
as to increase the grade of their per- 
sonnel. Provision should also be made 
for a limited appeal to the Interstate 
Commerce Commission in the more 
M "nportant cases. But this right of ap- 
peal should be much more restricted 
than in the case of Federal courts. 
The present relation of the different 
divisions of the Interstate Commerce 
Commission furnishes a model for fix- 
ing the right of appeal from one of 
these Federal agencies acting within a 
given state to the Interstate Com- 
merce Commission. 

The present governmental arrange- 
ments in the District of Columbia, 
where the same three men act as com- 
missioners for the District and also sit 
in a different capacity as public utility 
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This arrangement would doubtless 
raise the grade of the personnel of the 
state commissions and increase the 
expertness of the members to a degree 
that would lessen very greatly the num- 
ber of cases appealed to the courts. 
This would probably speed up the work 
and make all regulations, both state 
and Federal, much more effective. 
Every case, state or Federal, would be 
in the hands of men having complete 
power over all the companies, because 
they would have complete knowledge 
of all the companies coming before 
them in any case. 

Regulation being an administrative 
and expert job, court reviéw should be 
reduced to the lowest possible consti- 
tutional limits. With the increased 
standing and expert knowledge of com- 
missioners, the courts would not only 
have fewer cases to deal with, but 
judges would probably come to have 
very much more respect for the deci- 
sion of commissioners, and conse- 
quently would be much less inclined to 
reverse them. ‘This would tend to put 
regulation in the hands of persons best 
qualified to exercise it and would add 
enormously to its effectiveness. Under 
such a system cases would be decided 


much more quickly, cheaply and 
equitably than at present. 


, commissioners for the District, suggest 
_the dual capacity for state commis- 
sloners as proposed here. 


The Concentration of Control in Power 


By H. S. RAUSHENBUSH 
Secretary, the Committee on Coal and Giant Power, New York City 


N the field of public control of power 
several factors have, within the 
last years, challenged the adequacy of 
the agencies we have set up to deal with 
our public ucility industries. 


Some CHALLENGING FACTORS 

(1) The ve-y size of the industry is 
one of these factors. Some of our 
public service commissions are devoting 
as much as three quarters of their time 
to the power industry on the basis of 
their old appropriations. In most states 
the Commissioners have small budgets 
with which they must not only handle 
the other utilities but meet interests 
with capitalizations running into the 
hundred millions, and follow to some 
extent at least all their moves in the 
line of intercompany contracts and 
mergers. 

(2) These compenies have in recent 
years been doing a land office business 
in acquiring each other and developing 
systems which in some cases have solid 
technical and geographical foundations 
and in others seem simply to be a 
combination of any properties which 
could be bought. The Northeastern is 
a sample of the former. The North 
American and Cities Service of the 
latter. The Cities Se-vice has prop- 
erties as widely separated as Washing- 
ton and Connecticut, Canada and 
Oklahoma. The integration of the 
superpower systems spreading through- 
out the country not onl~ have careful 
planning behind them, they have 
several careful and ofter competitive 
plannings behind them. 

To meet the curious exigencies of 
various state laws and to iake the due 


advantage which is sure to accompany 
creative initiative in the field of busi- 
ness and financing quite as much as in 
the field of the arts and letters, they 
have built for themselves a series of 
holding companies, which not only 
gather the profits of the operating 
companies in a less conspicuous manner 
than one such company could do, but 
ralse a series of problems for the serious 


minded intending investors, and also ` 


for the consumer of light and power, 
for whom the state regulatory commis- 
sions are authorized to speak. 

This challenge is, in the main, yet to 
be made explicit. We have met it 
before in the case of street railways 
which often held one company, in a 
suburb possibly, which was running at 
a loss, while the company in the city 
could still carry on at the old rates. 
The plea then was to consider the 
system as a whole, so as not to raise 
rates in the suburb. Some commis- 


sions have allowed this recognition of | 
«the holding company. 


Others have 
not, or not yet. Investigation of some 
of the financial set-ups in the power 
field, of some of the prices being paid 
for operating companies these days, 
leads to the conclusion that the power 
companies are expecting one or possibly 
both of two things: permission to 
function as a system, with recognition 
of the increased values of the system 
over the sum total of its parts (a non- 
Euclidean case, where the whole is 
more than equal to the sum of all its 
parts), or a decided decrease in the cost 
of power. 

(3) A third factor changing the 
situation somewhat from its former 
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appearance is the growth of interstate 

_ business, a matter which at present is 
not under any public control where 
power is wholesaled across state lines. 
While the volume of such energy may 
never be more than a small fraction of 
the total energy generated, its impor- 
tance to the general question of public 
utility regulation may be much greater 
than its ratio to the total. 

The concentration of financial con- 
trol in a few hands and the consequences 
of that are things to which we still have 
to become accustomed. We are watch- 
ing an unchecked centralization of 
industrial control, accompanied by a 
very definite and purposive campaign 
for decentralization of both state and 
Federal control. This plea for decen- 
tralization is made under several 
names, one of which is “economy,” and 
as a nation we are showing the good 
French characteristic of paying indirect 
taxes with good grace while objecting 
strenuously and effectively to direct 
taxes. 

In the power industry with its 
spectacular engineering a good many 
financial doubts have gone down with 
open-mouthed admiration at massive 
powerhouses and long distance trans- 
mission. I believe that there is high 

“authority for attributing our whole 

“American wage level to the efforts of 
our electrical engineers. Certainly 
these have done more to carry the 
Rooseveltian anti-trust movement on 
their shoulders to its grave than the 
power financiers have done. Some 
idea, of the size can be obtained from 
the factthat seven and a half billion dol- 
lars is now invested in the industry, and 
that within the last calendar year two 
billion dollars’ worth of properties were 
involved in mergers and regroupings. 


WHERE CONTROL Is VESTED 


` Five holding companies control very 
definitely 24,350 million Kwh., approx- 
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imately 40.8 per cent of the central 
station output. First among these 
seems to be the Northeastern with 
eleven per cent of the total central 
station production. The companies 
under the supervision of the Electric 
Board and Share rank second with nine 
per cent; the Insull interests third with 
8.7 per cent. Then come in order the 
North American (7.1 per cent) the 
Standard Gas and Electric (6 per 
cent). 

The eight next largest companies 
control another 15,061 million Kwh. or 
25.2 per cent of the total. These are 
the Southeastern Power and Light 
(4.4 per cent), the Edison United 
Companies of New York (8.7 per cent), 
the American Waterworks and Electric 
(8.7 per cent), the Pacific Gas and 
Electric (3,8 per cent), the Southern 
California Edison (3.3 per cent), the 
Public Service Gas and Electric (2.2 
per cent) the Cities Service (2.1 per 
cent) and the Stone and Webster 
interests (2.1 per cent). 

These thirteen companies have a 
direct control of sixty-six per cent of 
the total, and are further often con- 
nected among themselves in many 
ways, which would allow some of them 
to be considered as working identities 
of interest. 

The Electric Bond and Share (which 
is a company co-equal with the General 
Electric, consisting of essentially the 
same stockholders, but having since 
1924 a board of directors which does 
not interlock with the board of the 


¿General Electric) is financially in- 


terested in six of the parent or subsid- 
iary companies of the other large 
interests as well as in companies not 
falling under their controls. Together 
with the General Electric it probably 
has an influence of some sort on over 
half of the power industry. Its rev- 
enues are derived from four main 
sources: (1) fees for financing the 
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companies and marketing their secu- 
rities; (2) for supervising operating 
agreements on a stipulating basis; (3) 
for designing and building operating 
units; and (4) in dividends and interest 
from the securities of 1ts supervised and 
associated companies. They stretch 
over thi-ty-three states. The Electric 
Bond and Share also has interests in 
five foreign countries through the 
American and Foreign Power Com- 
pany, which it controls. The total 
capitalization of its owned and super- 
vised interests has recently been put at 
one billion dollars. 

The spheres of influence of some of 
the large holding companies are wider 
than their stcck controls indicate. 
When stock is widely held, a good deal 
less than fifty-one per cent is necessary 
for control. Professor Ripley has 
stated recently in connection with 
power securities that “with 800,000 
scattered holdings, fifteen and twenty 
per cent of the votes cannot be out- 
matched at an election.” 

The advantages claimed for the 
holding company are: (1) greater 
efficiency of operation, and consequent 
lower costs to the consumers; (2) 
cheaper financing of plants, additions 
and improvemerts. The proof of these 
puddings is in the fact that retail 
ligkting rates throughout the country 
have gone down 6.25 per cent in the 
last six years. 

This would not be so overwhelmingly 
impressive a price drop, eveniin a 
competitive industry which had been 
growing into the large-scale industry 
class as rapidly as the power industry 
has done. During these last six years 
production has increased fifty per cent, 
gross revenues sixty-six per cent and 
the operating ratio has gone down from 
its July beaks of 65.9 per cent in 1920 
to 52.1 per cent last year. During 
this period the amount of coal used per 
Kwh. was reduced one-third from 8.2 
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pounds to 2.1 pounds. Large scale ^ 
production ard increased technical 
efficiency would at first blush seem to 
have been the main factors making for 
the rate reduction, slight as it was. 
Certainly much of the credit the hold- 
ing companies take to themselves is 
that of shining in reflected glory. 
Certainly they are not responsible for 
all the tie-ins and power exchanges, 
most of all not when their interests are 
separated from each other by the width 
of several states. 

Professor Dewing has taken twelve 
typical holding tompanies and shown 
that of their holdings fifteen per cent 
was in their subsidiaries’ bonds, four- 
teen per cent m their preferred stock 
and seventy-one per cent in their com- 
mon stock. Nearly three-fourths of 
their assets, in other words, represent a 
claim on earnings only after bonds and 
preferred stocks have received their 
share of the income. On top of these 
the twelve holding companies issued 
twenty-five per cent bonds, thirty-two 
per cent preferred and forty-three per 
cent common. In other words, the 
dividends from a large part of the com- 
mon stock of the subsidiaries held by 
the holding companies have been 
transformed for all practical purposes 
from a contingent to a fixed charge. 
Some parent companies, like the North- 
eastern, have no funded debt and 
attempt to make capital out of that 
fact, in spite of the fact that all the 
bonds of their subsidiary corporations 
must be taken care of before the parent 
company stock can receive a penny. 
Professor Ripley in the November 
Atlantic has pointed out the danger of 
this pyramiding: that when the operat- 
ing subsidiary has mortgaged fifty per 
cent of its income, a ten per cent drop 
in its earnings will cut the return 
available for its common and for the 


parent company one-fifth, and that 4 


when the subsidiary has mortgaged 
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elghty per cent of its income, a drop of 
ten per cent in the net will cut the 
~dividends payable to the holding 
corporation in half. 

The fact that this system works in 
the other way has accounted for the 
tremendous prosperity of the holding 
companies. An increase of ten per 
cent in the earnings of an operating 
subsidiary fifty per cent mortgaged will 
increase by twenty per cent the earn- 
ings of the company which holds all 
its common. 

‘These, however, are matters ‘which, 
at the moment at least, interest us as 
investors more than as consumers, ex- 
cept insofar as they indicate a large 
prosperity among the operating com- 
panies. In spite of the desires of a 
group of the Investment Bankers’ 
Association for a unified, possibly 
Federal, control of security issues, the 
chances are that, in spite of the essen- 
tially investment banking function of 
the holding companies, control over 
their issues will come later than more 
rigorous control of the operating com- 
panies will come. The theory of 
protection to consumers in non-com- 
petitive industries is much more 
strongly entrenched than that of 
protection to investors. 


ww 


EFFECTS on OPERATING COMPANIES 


Le 
There are, however, two ways in 
which holding company financing af- 
fects the operating companies, and it is 
with these that we are more imme- 
diately concerned. The first of these is 
that highly imaginative holding com- 
pany financing, such, for example, as 
has been exhibited by the United 
Light and Power, will, unless all 
presidents follow Mr. Hulswit’s exam- 
ple and donate a million of their own 
to their company after its crash, lower 
the rate at which their bonds and 
¿Stocks can be put onthe market. That 
‘this will affect the rate at which the 
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securities of the operating companies 
can be marketed seems to me unques- 
tionable. .The second way is to some 
extent in futuro as yet, but people in 
the industry seem to give it a very 
present measure of recognition. It is 
the attempt, which may be expected, 
for the overcapitalization of the operat- 
ing companies on the basis of their 
increased efficiencies qua parts of a 
large system and on the basis of their 
sales price to the holding companies. 
This is surely a look ahead, but that a 
very serious attempt along this line 
is in the cards I do not doubt. l 
President Ferguson of the Hartford 
Electric Light certainly foresaw over- 
capitalization of his operating company 
when he reported a refusal to join in 
the Northeastern merger in the words: 


Directors are fully cognizant of the tend- 
ency toward mergers and consolidations 
which has prevailed in the industry during 
the past year, but none of the suggestions or 
proposals made to date would seem to offer 
any material advantage to the stockholders 
to offset the higher price of current to them 
and to the public which must result from the 
recapitalization of the company on a much 
larger scale by a possible purchaser if the 
sale were to be effected at or above the 


_ present market prices. 


The same fact was certainly in the 
mind of the Advisory Committee of the 
Narragansett Electric Light when it 
said, in connection with the proposed 
sale of that company to the United 
Electric Power, that the recent history of 
our public utilities has shown that the 
control'of an extensive electric light and 
power system is regarded as having a 
large value aside from the intrinsic 
values of the properties involved, and 
that very large prices have been paid for 
a controlling interest in such systems. 
Regarding the ‘effect of the plan for 
merger on the stockholders as pur- 
chasers and usens of electric light and 
power, the Committee contrasted the 
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earnings now required by the Narra- 
gansett Company for its dividends and 
the amount that would be necessary 
to meet the dividends and interest 
requirements of the new capitalization. 
Drvidend payments made by the Narra- 
gansett amount to $1,880,000 and 


Under the proposed merger the interest 
and dividends, which the plan contemplates 
shall be paid, amount to over 33,800,000, an 
increase of over 75%. This tremendously 
Increased disbursement must come from 
earnings and as the customers are the only 
source of earnings, this eventually means 
higher prices than otherwise necessary .. . 
even if rates for light and power should not 
be increzsed, it is obvious that they will not 
be decreased as much as they naturally 
would without this tremendous increase 
in interest and dividend requirements. 


The annual savings to be effected 
through a combined use of the power 
plants are insignificant as' compared 
with tkis increased dividend require- 
ment, amounting to only about 
$150,000 to $200,000. 

In New York State such prices, of 
which the Public Service Commission 
takes note without having control, are 
the rule rather than the exception. 

In February of this year the Mo- 
hawk-Hudson, a holding company in a 
stock exchange, acquired the common 
of the Northern New York Utilities 
Company, paying 880 for $60. 

The Mohawk-Hudson bought the 
Syracuse Lighting, a United Gas 
Improvement interest, paying $847 in 
market value for stock, with a book 
value of 8106 and a market price some 
months before the sale of $265. In 
this case the vending company, the 
United Gas Improvement, held a 
fifteen per cent interest in the purchas- 
ing company. 

Last year the Buffalo, Niagara and 
Eastern, a holding company which 
lazer became part of the Northeastern 
merger, bought the Niagara Falls 
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Power Company, and the common 


stocks of the latter company, an operat- 


ing company, which had a book value 
of $26.17 and a 1924 market high of 
forty-seven, rose to sixty-nine at the 
time of the merger and later attained a 
1925 high of seventy-seven. 

This twenty-two to thirty point rise 
in a half year for stocks of an operating 
company, supposedly held to an eight 
per cent return by our regulatory 
system, cast a prima facie evidence of 
doubt on the adequacy of that regula- 
tion. When we find that, due to lack 
of an adequate budget, the Federal 
Power Commission has not been able to 
come to any agreement with this com- 
pany on the net cost of its investment 
and that the company in spite of a pre- 


~ 


= 


scribed system of accounting carries an ’ 


item of over thirty-two million dollars 
in undistributed assets on its books, 
there is adequate reason to believe that 
much more than a fair rate of return 1s 
being enjoyed, or, to put it more 
concisely, much more than a proper 
rate base is being allowed. 

I am using this as an illustration of 
the new situation which confronts our 
regulatory system. Thiscompany sells 
to large industrial users along the 
Niagara frontier, some of whom hold 
stock in it. 
companies, the Buffalo General Electric 
among them. An allied transmission 
company, the Buffalo Lockport and 


‘Ontario, distributes part of its energy. 


The Public Service Commission, with 
its hands full, and its budget inade- 
quate, with a membership not selected 
according to mastery of the economic 
and legal intricacies of valuation work, 
with a practice of acting only when 
complaints are brought, of course 
receives no complaints from the allied 
interests and does not investigate. 
And yet this is the largest hydro plant 
in the country and represents, I am 
told, the cheapest power this side of the 


It wholesales to allied. 


4 
} 
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Canadian border. Here is practically 
an eir-tight set-up. 


DANGERS In HOLDING COMPANY 
CONTRACTS 


There are certain of our public ser- 
vice commissions which are convinced 
that the danger of increased costs 
or madequately reduced costs to the 
consumers lies in the holding company 
concracts. The commissions have not 
had much success with the regulation of 
these in the telephone industry, where 
the American Telephone and Telegraph 
makes contracts with its state subsid- 
iarizs. These are essentially contracts 
wita itself. Yet the Supreme Court 
has said that the local regulating board 
has no right to pass judgment upon the 

-wisdom of the contract; that unless 
collusion can be proved, it must stand, 
regardless of its possible improvidence; 
that the local company is entitled under 
the constitution to earn enough to meet 
the terms of the contract and in addi- 
tion earn enough to give a reasonable 
retarn upon all property locally em- 
ployed in the industry. 

The chairman of the Department of 
Public Utilities of Massachusetts puts 
this danger of the holding company 
line-up in the following words: 


g What purpose is there in these mergers 

-pyramiding their paper on top of the local 
companies? Who is to pay interest and 
div_dends on all that paper? 

The only way in which it will be possible 
to make good these various pieces of paper 
the mergers are issuing is, it seems to me, 
through their being able to obtain valuable 
contracts with the distributing local com- 
paries. Contracts which will run for a long 
number of years; and although not appar- 
ently bearing excessive terms at the outset, 
at least to the public eye, yet in the process 
of time, they having the field, with the 
growth of the business and the growth in 
the electric industry increasing much 
.fascer than the growth of the invested 

À capital, —by growth in the volume of busi- 
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ness they will be able to get enough profit 
through these contracts to pay interest upon 
a lot of paper which represents practically 
nothing at the present time, except various 
good wills and theories of people that the 
values of these various properties are such 
that they ought to be allowed to issue the 
paper against them. 


On these holding company contracts 
we have as yet relatively little data, 
only such data as the commissions 
themselves bring to light. The In- 
diana Public Service Commission, for 
example, recently found a contract 
between the Commonwealth Power 
Corporation (a holding company on 
which the American Superpower is 
heavily represented), and the Southern 
Indiana Gas and Electric, an operating 
company, whereby the former received 
ten per cent of the total cost of exten- 
sions, additions and betterments to the 
electric, gas heating and other prop- 
erties, and two per cent of the entire 
gross earnings from all departments of 
the company. This was by way of 
compensation for general management 
and supervision service. ‘The Commis- 
sion, although granting the increase in 
traction rates asked by the company, 
denounced the contract as “simply a 
process of milking the patrons of the 
utility and obtaining an enhanced 
return on the investment.” 

In March the Michigan Public 
Service Commission expressed a sincere 
but probably futile hope, which seems 
to be all the satisfaction left to the 
commissions by the court decisions in 
the matter of holding company con- 
tracts. Allowing the four and a half 
per cent contract of the Michigan Bell 
with the American Telephone and 
Telegraph, it said: 


Although all of the operating expenses 
which the Supreme Court held should be 
allowed have been allowed because of its 
opinion, when and if the position of that 
court shall be modified, reservation is 
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made oí the right to compel the Michigan 
Bell Te ephone Company to disgorge any 
money zaken under the so-called 4% per 
cent contract in excess of what it shall 
ultimately be determined it is entitled to 
receive, and the right is also reserved to 
recover 3uch amounts as have been taken 
from the public by telephone rates to pay 
a return.on reinvested depreciation reserve, 
used for the purpose of earning and pay- 
ing dividends thereon to its stockholders. 
Thess holding company contracts 
seem tc reach their finest flower in the 
soil of interstate business where whole- 
saling «cross state lines is completely 
uncontrolled. In March the Maryland 
Public Service Commission found that 
the Consolidated Gas, Electric Light 
and Power Company was renewing a 
contrac. for the hydro power from 
Holtwood, Pennsylvania, at the rate of 
six mills, at a time when the power was 
being produced at 4.9 mills in the com- 
pany’s own plants. The companies 
have several directors in common. 


WHEREIN THE Commissions ARB 
HANDICAPPED 


In other words, the hands of the 
commissions are fairly well tied by an 
arrangement which is the outstanding 
feature of regulation in the industry. 
The Michigan Commission reserves the 
nominal right to recapture if and when 
the Supreme Court changes its mind. 
Massachusetts goes on record that in 
any long-time contract between com- 
panies for the sale or exchange of 
electricity the approval of the Depart- 
ment of Public Utilities must first be 
obtainec. 

The stuation is made more difficult 
by the decision in April of the United 
States Sipreme Court in the appeal of 
the Board of Public Utility Commis- 
sions of New Jersey against the New 
York Telephone Company. This 
throws the additional onus of very 
quick ection upon the regulatory 
bodies which are not quick in action. 
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That amazing decision was to the effect 
that the company had a right to a fair 
return on its surplus earnings arising 
from sums contributed by consumers 
over and above the fair return on its 
rate base. ‘The customers must pay a 
return not only on the “value,” rather 
than the cost, of property bought with 
funds contributed by investors, but 
also on the “value” of property bought 
out of earnings. 

One of the two places where a halt 
can be called and apparently is called 
on the undue charges for construction, 
management and sales of current by 
holding companies and on the constant 
circle of reproduction costs and values, 
is where the Federal Waterpower Act 
can be enforced. At Conowingo last 
winter, because the development lay — 
partly in Maryland and partly in 
Pennsylvania, the Federal Power Com- 
mission in co-operation with the two 
state commissions was able to cut out 
the largest share of capitalized expecta- 
tions. The project’s cost was put at 
fifty-two million dollars. The com- 
pany holding had an elaborate setup of 
subsidiary companies and proposed to 
issue, in addition to the allowed bonds 
and preferred stocks which completely 
covered this fifty-two million dollars, an 
additional 94,200 shares. of no par. 
common in two classes, only one of f 
which would carry the voting power. 
This overissue, which is in our best 
utility practice elsewhere, was dis- 
allowed. Not only was the main 
investment held down to the net cost, 
but provisions were written into the 
various leases and contracts between 
the generating, transmitting and dis- 
tributing companies stating expressly 
that subject only to unanimous agree- 
ment to alter them by the three com- 
missions the rentals should return only 
seven per cent on the actual legitimate 
investment. But there are not many 
Conowingos. The bulk of the power’* 
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is steam produced and the Federal 
Waterpower Act does not apply. 


a 
In CONCLUSION 


To sum up the situation: the public 
service commissions are confrontmg 
increasing complexities raveled before 
them by very expert gentlemen. The 
commissions are in many cases finan- 
cially unable to do more than tackle a 
few parts of the problem presented to 
them. In some cases they do not 
even investigate rate bases or returns 
unless complaint is brought, and with 
subsidiaries purchasing the power, 


Faa 
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complaint is not brought directly by 
any consumer. Further, the courts 
have upheld holding company con- 
tracts; they have also allowed the 
vicious circle of rates and values to 
constantly increase the rate bases of 
the properties; they have allowed a 
return on the surplus out of earnings 
and have generally assumed a control- 
ling say in the matter of regulation 
which holds little hope for its future 
unless the states insist on writing into 
all new charters, contracts and leases 
the principles of the Federal Power 
Act. 


Federal and State Relations in the Control of Power ~ 
Development and Distribution 


By Pane P. Wes 
Deputy Attorney-General, Commonwealth of Pennsylvania 


OST of the debate over the powers 

and duties of the Federal and 

state governments in dealing with our 

economic life beats the air in a war 

with shadows. It is a discussion of un- 

realities. The realities of this problem 

of power development and distribution 

are economic realities, but the debaters 

are blirded to them by phantoms from 
the world of politics. 

Take the State of Connecticut, for 
example. It is only a part of southern 
New England, the great finishing shop 
of American manufacturing enterprise. 
Upon Connecticut's small water powers 
the creative ingenuity and energy of its 
‘people, generations before the age of 
electricity, laid the foundations of the 
industrial greatness of the little com- 
monwealth. The small water powers 
are intensively developed but were 
long since outgrown. Today the chief 
source of the life-stream of energy for 
Connecticut mills is in the coal fields of 
Pennsylvania. The margin of unde- 
veloped water power within the state is 
small. So much for sources of supply. 
On the side of demand Connecticut to- 
day is too small a territory to be an 
economic unit of electric service. The 
mere political fact that it is a sovereign 
state does not overcome these handi- 
ceps in dealing freely with this new 
economic force. Its industrial fate de- 
pends on interstate commerce in elec- 
tricity—on cheap mass production of 
electrical energy at sources in other 
states for transmission over its borders 
and on an integrated power pool for 
distrikution embracing many states. 

Compare Connecticut with the State 


of Texas—an empire in area in which 
we could sink a superpower system 
without a ripple on the borders. Or 
take the State of California, in which 
for more than a decade electric current 
from a water power site midway of the 
state north and south has been delivered 
near the southern border, five hundred 
miles away. The contrast between 
the California situation or the Texas- 
situation and the situation of Connec- 
ticut, or any one of the New England 
States, with the possible exception of 
Maine, clearly shows that New Eng- 
landers, in making an issue of Federal 
authority against state authority for 
the control of power service, are not 
dealing with realities. 


DisGUISES AND DECEPTIONS 


Let us look critically at some of 
these phantoms. In the first place 
there is an underlying assumption in- 
many minds that the relation of the 
state to the nation is by nature a relas 
tion of antagonism. The Fathers of i 
the Republic knew better. They made 
the nation the common agent of the 
people of all the states. They foresaw 
joint and friendly action by the two 
parts into which they divided the 
sovereignty of the American people. 
Outstanding examples are: The provi- 
sions of the Constitution for co-opera- 
tion of states and nation in organizing, 
arming, disciplining and governing the 
militia of the states; for the nation’s 
guaranteeing to every state a republi- 
can form of government and protection 
against invasion and domestic violence; 
and for approval by Congress of inter” 
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state compacts. Our history records 
numerous instances of joint and 
friendly action of nation and state, but 
it remained for the Roosevelt adminis- 
tration, In our own time, to set forth in 
a proper light, as a major political prin- 
ciple, the idea that co-operation, not 
antagonism, is the proper relation of 
national and state power. This was 
forcibly brought out in the report of 
the Inland Waterways Commission, a 
report closely related to the struggle 
over water power. The political idea 
underlying the Inland Waterways 
Commission report, and many other 
acts of the Roosevelt administration 
dealing with natural resources, was 
that the state and the nation should so 
co-operate in their regulation of natural 
resource disposal that there would be 
no twilight zone on the borders of their 
authority without any public control 
at all. The Federal Water Power Act 
was built on that theory. 

Moreover there is—shall I say in- 
sincerity—no, that is too strong a word 
—there is deception on the part of 
those who argue for one side or the 
other of this fictitious issue, and it is 
very often the most dangerous kind of 
deception, namely self-deception. The 
supposed issue is deceptive in two re- 
‘spects that I will mention here. It is 
supposed. to coincide with the issue of 
centralization against decentralization 
in government; but, as a matter of fact, 
Federal activity does not necessarily 
mean centralization. The administra- 
tion of the United States Forest Service 
is decentralized. The administration 
of the United States Reclamation Serv- 
ice was decentralized before its deg- 
radation was begun a dozen years ago. 
Most important of all, the real issue 
behind this debate over Federal au- 
thority and state authority, the hidden 
but true issue, is most often the issue of 
¡property against personality, of money 
against men. ‘That is the reality which 
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frequently lies behind this discussion. 
That was so with respect to the fight 
for the conservation of natural re- 
sources. It was especially so in the 
long battle over water power which 
ended in the Federal Water Power Act. 
That struggle lasted fourteen years and 
from the beginning to the end of it the 
clamor for state rights was continually 
raised against the proposals of the con- 
servationists, raised in the halls of Con- 
gress, in the courts, in contests before 
the executive departments; but never 
once was it raised save in behalf of 
the men who demanded water power 
grants in perpetuity without those 
conditions essential for safeguarding 
public rights which were finally em- 
bodied in the Act. From the begin- 
ning to the end the deceptive hand was 
disguised in the hide of state rights, 


‘but to the understanding ear the tell- 


tale voice betrayed the would-be un- 
controlled monopolist. 

The same thing is true about the 
controversy over the Maternity Act. 
To some extent it is true about the con- 
troversy that is coming over blue sky 
laws. For example: Pennsylvania has 
an admirable blue sky law, admirably 
administered, in such a way that it has 
won the praise of great banking houses. 
Yet some very strong financial inter- 
ests, instead of adopting the policy of 
co-operation with the states in this 
matter, have come out for a Federal 
blue sky law, and the reason is obvious 
—they can market their bonds better 
if a good law is spread all over the 
country than if there are many bad 
spots left. 

The reality behind the water power 
controversy in particular and the elec- 
tric power controversy in general is, 
in the last analysis, that it is a struggle 
over who is to get the benefits that are 
to come from the development of our 
natural resources; because of course 
electric power comes either from water 
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power o? from coal, with a negligible 
amount coming from oil and natural 
gas. Tat this is the real issue was 
illustrated with respect to water power 
in the original set-up of the Conowingo 
project. A clause in that set-up pro- 
vided that the price to be paid for the 
electric current generated by water 
power from the Susquehanna River 
was to rise and fall with the price of 
coal. That provision was disallowed 
by the Federal Power Commission, but 
such was. the proposal. 


GETTING Down to REALITIES 


So much forthe phantoms. Now let 
us get down to the realities. In order 
to keep “or the people of the country— 
the consumers—their fair share of the 
benefits to be derived from these nat- 
ural rescurces through privately owned 
corporations operating under public 
regulation, certain things have to be 
done, either by the Federal Govern- 
ment or by the state governments, and 
the choice of which government is to do 
them is a choice of expediency, to be 
determined in the light of the consti- 
tutional powers of those governments 
and of the practical situation. ‘These 
things are realities. The first of them 
is that the amount of money upon 
which the constitutional right of the 
investor in the enterprise to a fair re- 
turn is t> be calculated, must be limited 
to the amount of money actually paid 
into the enterprise by the investor with 
reasonable prudence. That rate-base 
is sometimes called the “prudent 
investm=nt”’ rate-base. In the Federal 
Water Power Act it is called the “net 
investmant.” This rate-base is writ- 
ten into the Federal Water Power Act, 
and the state commissions, in regulat- 
ing the rates charged for electricity 
generated under that Act, are restricted 
to that ase. 

This :s contrary to the general rule 
set up oy the Supreme Court of the 
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United States in the case of Smyth v. 
Ames, and following cases, where it was 
held that the rate-base was the value 
of the property at the time of regula- 
tion. ‘That rule gives the unearned 
increment to the company and takes it 
from the consumer. That rule, with- 
out any further words, would have 
imposed the substance of the Cono- 
wingo coal clause upon the people of 
Philadelphia who are to consume the 
current from that project. The Fed- 
eral Water Power Act saved the people 
of Philadelphia from that rule in that 
case. ‘The Pennsylvania Water Power 
Act of 1923 hes the same effect upon 
all water powers wholly within the state 
that are not subject to the Federal act; 
and a provision, inserted at the instance 
of the Pennsylvania commissioners in 
the proposed compact with New Jersey 
and New York governing the Delaware 
River, would extend this principle to 
the 400,000 water horse power that 
may hereafter be developed in that 
boundary stream. The Pennsylvania 
Giant Power bills sought to extend this 
principle to steam-generated electricity 
also. 

The second reality is that, in the 
regulation of the security issues of 
power companies, the par value of the 
securities shall be equal to this rate- 
base, this net investment. That is a 
reality because the people—the con- 
sumers—will thereby be saved from de- 
ception; they will know what the rate- 
base is by simply finding out what the 
securities outstanding are. That rule 
has practically been in effect in Massa- 
chusetts for a generation. Speaking 
broadly, a public utility in Massa- 
chusetts cannot issue securities beyond 
the net investment. To a certain ex- 
tent that was written into the Federal 
Water Power Act. 

On’ the prmciple of co-operation 


between Federal and state govern-< 


w” 


ments embodied in that Act, it was” 
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provided that the general power of 
regulating rates, service and security 
issues was handed over to the state 
vommissions as to power coming from a 
projet developed under Federal li- 
cense. But if the states neglected the 
job, 7 they did not make due provision 
for the exercise of that power, then and 
to that extent, the Federal’ Power 
Commission was to regulate. This 
authority had never been exercised un- 
til the Governor of Pennsylvania, be- 
cause the law of this state does not 
give the Public Service Commission the 
authority to regulate the issue of se- 


urities, appealed to the Federal Power . 


Commission and requested that the 
securities to be issued in connection 
with the Conowingo project be regu- 
iated by that Commission and be 
regulated on this principle. The Fed- 
ral Power Commission took the action 
requested; so that here, too, the people 
of Philadelphia, who are to be the con- 
sumers, have been saved by this Federal 
Water Power Act from deception by 
nflated security issues for the Cono- 
wingo project. The proposed Giant 
Power legislation would have em- 
bodied this additional safeguard of the 
»onstmer’s rights in the law of the state 
ind thus would have made the exercise 
of Federal authority for their protec- 
tion against deception unnecessary. 

I have space to mention but one more 
of these realities, namely: A just and 
stable measure of the “fair return” to 
which the corporation is entitled by the 
zuarenty of the Constitution. There 
10w prevails a tendency to hit upon 
some percentage of the rate-base as the 
neasure of a fair return and to apply 
shat percentage in all cases without 
listicction of time or place. The rate 
of return tends to become fixed and in- 
lexikle as, for example, seven per cent 
n Pznnsylvania. But it is obvious 
¿hat a rate of return fair in one place or 
at ore time may be unfair in another 
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place or at another time. This inflexi- 
bility of the fair return standard 
pushed many utilities, especially street 
railways, to and over the edge of bank- 
ruptcy in the era of inflation after the 
war; while many of those which had. 


- enough to keep out of trouble then are 


getting too much now. 

This prevailing standard of measur- 
ing the fair return robs Peter to pay 
Paul today and robs Paul to pay Peter 
tomorrow. Therefore the Pennsyl- 
vania Giant Power bills proposed to 
measure the fairness of the return by 
its effect in attracting new capital 
needed for the extension of the com- 
pany’s facilities and service. If the 
return fixed by the regulating com- 
mission is too small to attract that new 
capital it is unfair to the company. 
1f it is larger than is necessary to at- 
tract that new capital it is unfair to the 
public. Therefore, under normal con- 
ditions for a well managed company, 
the security market gives a daily in- 
fallible answer to the question whether 
any proposed rate of return is or is 
not “fair.” To that standard and to 
the arbitrament of the security market 
the American Telephone and Telegraph 
Company appealed for justification in 
raising its dividend rate from eight to 
nine per cent in the period of price 
inflation and interest inflation after the 
war. The increase carried the stock 
from slightly below to slightly above 
par in the market and so made possible 
a new stock issue at par for the finan- 
cing of extensions and improvements. 


STATE OR FEDERAL REGULATION? 


What says expediency as to the 
choice of governments, Federal or 
state, for achieving these realities? 

The authority of the Federal Gov- 
ernment over water power is quite 
different from its authority when the 
power comes from fuel. The move- 
ment for Federal regulation of water 
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power began in 1906 with respect to the 
water powers in the national forests, 
and in 1907 with respect to those in 
navigeble rivers, During the contro- 
versy there was comparatively little 
develcpment in navigable rivers, and 


the development in national forests pro- * 


ceedec under a law authorizing revoca- 
ble permits. The result was that in 
this instance the stable door was 
lockec before the horse was stolen, so 
that seventy-five per cent, more or 
less, o° the water power resources of the 
country are subject to the Federal 
Water Power Act. 

Whare fuel is the source of power, the 
Federal Government is not a landlord 
as it is in the case of water power, 
except with respect to the oil and coal 
cepos-ts in the Far West. In the East, 
in Peansylvania and the northeastern 
section of the country, coal deposits 
are ir private ownership, and there- 
fore, as sources of power, are under 
state Jurisdiction. The question, there- 
fore, is: How shall the state use its 
jurisd_ction in dealing with the realities 
I have discussed? 

Without attempting to go into it in 
detail I will say in passing that in the 
so-called Giant Power legislation, pro- 
posed by Governor Pinchot, the state 
was attempting to deal with those reali- 
ties as to electric power developed from 
fuel on the principles upon which the 
Federal Government, with the ap- 
prova. of the industry, has dealt with 
them as to electricity developed from 
water power. 

When it comes to distribution of 
power as opposed to its generation, we 
have a field of contact between Federal 
and state authority in the matter of 
interszate transmission. Undoubtedly 
the transmission of electric current over 
a sta.e border line is interstate com- 
merce. Under the ruling of the courts 
with respect to other forms of inter- 
state commerce, which we may expect 
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to see applied to this one, some of that 
commerce may be regulated by the 
state so long as Congress chooses to do 
nothing about it, but another part of it 
cannot be regulated by the state not- 
withstanding Congress chooses to do 
nothing about it. If the company 
which carries the current across the 
state line itself distributes that current 
to consumers, then the state may regu- 
late until Congress takes over the job. 
But if the company which carries it 
across the state line delivers it to a 
distributing company in the receiving 
state, then that transaction cannot be 
regulated by the state, notwithstanding 
Congress does nothing about it. Asa 
matter of fact Congress has done noth- 
ing about it except in the Federal 
Water Power Act. In that Act it has 
said, as to current coming from water 
power projects licensed under that Act, 
that the job of regulation is turned over 
to the states so far as the two states 
concerned can agree about it and so far 
as their commissions have authority, 
but that insofar as they cannot agree 
about it, or their commissions have no 
authority, the Federal Power Commis- 
sion shall regulate. A bill introduced 
into the Senate by Senator Norris 
would extend that principle of the 
Federal Water Power Act to all electrie. 
current transmitted across state linesi 
whether generated under Federal li- 
cense or not. This means chiefly 
steam-generated current. That is, it 
would give to the commissions of the 
states concerned the duty of regulation 
insofar as they were authorized by their 
state laws and insofar as they agreed; 
failing which. the Federal Power Com- 
mission should regulate, as it did in the 
Conowingo case to which I have 
referred. 


ProPOBED SOLUTIONS 


Is there any other solution? One 
has been proposed. Last fall there’ 
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was a negotiation entered into by the 
states of New York, New Jersey and 
“Pennsylvania with a view to an inter- 
state compact for the regulation of 
interstate commerce in electrie power. 
It was contemplated that if these three 
states could agree upon a compact, it 
should be so drawn as to invite the 
adhesion of other states in the north- 
eastern section of the country; and del- 
egates from other states, including 
Maryland, Vermont and Massachu- 
setts, attended some of the meetings 
and took part in the discussions. When 
it came to the pinch, New York with- 
drew from the negotiations and they 
were not renewed. However, the in- 
cident is worth mentioning here as an 
alternative attempted solution of this 
problem. 

The solution was that these states, 
with the consent of Congress, should set 
up by compact an interstate commis- 
sion; that this mterstate commission 
should be given the regulation of com- 
merce among these states im electric 
power, no matter whether the company 
carrying it across the line distributed it 
directly to consumers or sold it at 
wholesale to a distributing company in 
the receiving state. It was proposed, 
however, that each state should have 
the right to compel the segregation of 
interstate transmission from the gen- 
erating and distributing businesses; also 
that the companies should themselves 
have the option of making that segrega- 
tion, so as to limit the jurisdiction of 
this proposed new interstate commis- 
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sion within thenarrowest terms possible. 

It was also proposed to deal with the 
holding company in the following man- 
ner. In the first place, no holding 
company that was not incorporated in 
one of the states bound by the compact, 
and no officer, agent or director of such 
a company, was to be allowed to vote 
any stock in any operating company in 
any one of the states. It was proposed 
that the commission of any one of 
these states, confronted with the job of 
regulating an operating company in 
that state, and confronted with such a 
contract between the holding company 
and the operating company affecting 
the cost of electricity—that the orders 
of the commission for the production 
of books and evidence should run into 
all the states bound by the compact. 
And thereby the facts, all the facts, 
could be brought out as to whether 
it was an equitable contract or not. 
I merely mention this attempt to 
use state authority instead of Federal 
authority in the regulation of interstate 
commerce in electric power, and the 
different provisions of the Federal 
Water Power Act on that subject, as 
illustrations of the proposition with 
which I started; that in stressing the 
difference between state and Federal 
authority in these matters we are not 
facing the realities. If we are to deal . 
with the realities we must use both 
state and Federal authority, and if we 
fail to use them co-operatively, as 
expediency may dictate, the realities 
will escape us. 


Federal Versus State Jurisdiction Over Power Develop- 
ment and Its Supervision 


By O. C. Merri 
Executive Secretary, Federal Power Commission 


HE question of the development 

and distribution of electric power is 
fast becoming one of the most impor- 
tant of our domestic economic prob- 
lems, second only to that of transpor- 
tation. The lighting of our homes and 
streets, and the operation of our indus- 
tries, our local transportation systems, 
and to a constantly increasing degree 
our main line railroads are dependent 
upon the production, transmission and 
distribution of electric energy. The 
volume of electric energy produced and 
used is increasing with extreme rapid- 
ity. A business which is so rapidly 
expanding creates a host of new ques- 
tions respecting its management and 
regulation that demand consideration, 
if it is to develop with a due regard to 
the public interest. 

Supervision or regulation of power 
development may be directed to one or 
both af two phases or stages of the 
problem: to the physical side, such as 
the plans of development and the 
construction and operation of the 
plant; or to the business side, such as 
the production, transmission, distribu- 
tion and sale of the product, and to the 
financing of the undertaking. For the 
purposes of this discussion the exercise 
of governmental control over the 
physical elements will be called ‘‘super- 
vision,” and over the business elements, 
“regulati on.” 

With respect to the physical side, 
the state and Federal governments 
have points of contact only where 
water-power development is involved; 
for the Federal Government assumes 
no supervision over any other type of 


development, and over water-power 
development cnly in those cases where 
lands or other property of the United 
States are to be used, or where the 
interests of interstate or foreign com- 
merce or international relations are 
concerned. Such supervisory authority 
as the Federal Government has assumed 
in these circumstances is conferred 
upon and exercised by the Federal 
Power Commission under the provi- 
sions of the Federal water power act of 
1920. Likewise, with respect to the 
business side, that is, to the regulation 
of accounting practices and of rates, 
services and securities, the Federal and 
state governments at present have con- 
tacts in those cases only where projects 
are built under license of the Federal 
Power Commission; for under no other 
circumstances has the Federal Govern- 
ment yet asserted jurisdiction. 

Such possibilities of conflicting or 
overlapping jurisdiction as may exist, at 


the present time between the state and - 
Federal governments respecting either 


supervision or regulation of power 
development arise, therefore, wholly 
out of the administration of the Fed- 
eral water power act. Under such cir- 
cumstances it seems desirable to review 
certain of the provisions of that act 
and to discuss certain of the adminis- 
trative policies of the Commission 
which relate to the subject before us. 


FEDERAL SUPERVISORY POWERS 


The supervision, which the Federal 
Power Commission exercises, or may 
exercise, over water powers which it 
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licenses, covers approval of the gen- ` 
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eral scheme of development and of the 
plans of the physical structures, deter- 
mination of the time within which the 
work shall be begun and completed, 
inspection of construction, requirement 
of maintenance of plant in full operat- 
ing efficiency and of the establishment 
of reserves adequate to make all neces- 
sary repairs and renewals, and the 
adoption of regulations for protection 
of life, health and property. 

While certain of the states such as 
New York, Wisconsin and West Vir- 
ginia exercise supervision over all of 
the items above named, it appears that 
other states make little or no attempt 
to do so. In general, those states 
with administrative water codes gov- 
erning the appropriation and use of 


` the waters of their streams fix the time 


for beginning and completing construc- 
tion as a condition of maintenance of 
right to the use of water. Some of 
these states require the approval by a 
state official of plans of dams in order to 
give public protection against unsafe 
structures. A considerable number of 
states through their boards of health 
prescribe regulations respecting sanita- 
tion in connection with the construc- 
tion and operation of the power plants. 
The majority of states through public- 


_ utility regulatory statutes make re- 


quirements with respect to the estab- 
lishment of depreciation reserves, but 
few, if any, appear to exercise jurisdic- 
tion over the employment of these 
reserves for purposes of renewals or 
replacement other than as the matter 
may affect findings in a rate-fixing 
proceeding. 

Few of the states appear to have 
attempted to exercise such supervision 
over the general scheme of proposed 
water-power developments as to insure, 
as the Federal water power act at- 
tempts to do, 
that the project adopted . . . shall be such 
as... will be best adapted to a compre- 
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hensive scheme of improvement and 
utilization for the purposes of navigation, 
of water-power development, and of other 
beneficial public uses. 


In the only instance where a conflict 
was Imminent between the Commission 
and state authorities over this question, 
public hearings and the production of 
new evidence resulted eventually in 
an agreement being reached. Experi- 
ence in the administration of the Fed- 
eral water power act has shown the 
necessity of the exercise of this author- 
ity by some public agency if waste of 
our water-power resources is to be 
avoided. 

The Federal Power Commission re- 
views all plans of structures with a 
view of determining whether they are 
reasonably well adapted to make 
effective use of the power available at 
the site to be developed. It has, in 
co-operation with state agencies, occa- 
sionally passed upon and required 
revision of plans of dams that appeared 
to have madequate margins of safety. 
When navigation structures are in- 
volved, the act requires that the plans 
shall be subject to the approval of the 
Chief of Engineers and of the Secretary 
of War. All construction work in 
progress in navigable waters is sub- 
jected to inspection by the engineers 
of the War Department. Only rarely, 
in other cases, has the Commission 
found conditions such as to make it 
necessary to have continuous inspec- 
tion of construction work and in these 
cases it has requested state agencies 
either to assume complete responsi- 
bility or to co-operate with the Com- 
mission. 

ÅVOIDING DEADLOCK PossIBILITIES 

Since the supervisory authority pos- 
sessed both by the states and by the 


Federal Government appears to have a 
sound legal basis, so that the assent or 
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approval of each is required before a 
project zan proceed, there is possi- 
bilizy of a deadlock between the two 
autaoritæs. As partial avoidance of 
such a situation the Federal water 
power act requires an applicant for a 
license to present satisfactory evidence 
of comphance with “the requirements 
of the la-vs of the state or states within 
which the proposed project is to be 
loceted with respect to bed and banks 
and to tke appropriation, diversion and 
use of water for power purposes and 
with respect to the right to engage in 
the busmess of developing, transmit- 
ting, anc distributing power, and in any 
other business necessary to effect the 
purposes of a license under this act.” 
This requirement of the act avoids 
approva. by the Commission of a 
project ~vhich has not the approval of 
the statz. It does not, however, ob- 
viate conflict of supervisory authority 
after tke approval and issuance of 
permit or license. Asa matter of prac- 
tice] administration, therefore, conflict 
can be avoided only by co-opera- 
tion betaveen the two agencies. Not- 
withstarding the rapid growth of the 
power industry and the increase in 
interstate transactions, the Federal 
Power Commission considers that 
power d=velopment is still primarily a 
matter of local or regional interest 
rather taan national, and that, there- 
for2, supervision should as far as prac- 
. ticable be exercised by the states, the 
Federal Government holding its powers 
in reserve to aid or supplement the 
states. This policy of co-operation 
between state and Federal agencies 
will, it is believed, make the most effec- 
tive use of the authorities which both 
possess. 


POWERS OF THE COMMISSION 


With respect to regulation of rates, 
services and securities, or other matters 
affectinz the business aspects of power 
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development, the Federal Power Com- 
mission through jurisdiction conferred 
by the Federal water power act exer- 
cises such regulatory authority as the 
United States has yet asserted in the 
premises; but it exercises it only with 
respect to its own licensees, and then, 
in general, only in absence of authority 
in the states to exercise such regulation 
themselves. 

The Commission is authorized to 
prescribe and has prescribed a system 
of accounting for its licensees. Where, 
however, there is a system of account- 
ing prescribed by appropriate state 
authority the licensee is not required to 
maintain the Commission’s system, 
but merely to submit under the classi- 
fication of items of the Commission’s 
system of accounts certain reports 
applicable only to project property. 
Since the United States has the option 
at the termination of any license to 
issue a new license to the original 
licensee, or to issue a license to a new 
applicant, or to take over the properties 
itself; and since if either of the last 
two options is exercised, the properties 
must be paid for on the basis of the 
net investment not to exceed fair 
value, the maintenance of a standard 
method of fixed capital recording and 
reporting is essential. 

For similar reasons the approval of 
the Commission is required for the ex- 
ecution of contracts extending beyond 
the license period. State interests are 

cognized by requiring in addition the 
approval of the appropriate state agen- 
cies. The provisions of the law with 
respect to accounting, reporting, and 
long term contracts, are primarily for 
the purpose of protecting the potential 
interests of the United States in the 
properties under license. The policies 
pursued in their administration would 
appear to obviate any conflict of: 
jurisdiction between the states and s 
the Federal Government. 
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WHERE STATE JURISDICTION ENDS 
In the majority of cases the transac- 


~ tions involved in the production and 


distribution of power fall wholly within 
state lines and are, therefore, within 
the jurisdiction of the state; but, if we 
may reason from analogous circum- 
stances in cases of interstate delivery 
of gas as treated in recent Supreme 
Court decisions, state jurisdiction 
ceases when the electric energy passes 
across the state line and the transaction 
thereupon becomes “interstate com- 
merce.” In the Kansas Natural Gas 
cases t the Court said: “The commerce 
clause of the Constitution, of its own 
force, restrains the states from impos- 
ing direct burdens upon interstate 
commerce.’ 

Interstate commerce in electric en- 
ergy may occur under either one of two 
sets of circumstances. It may consist 
in the transmission and sale of energy 
produced in one state and transported 
and furnished directly to consumers 
in another state by the company so 
producing and transporting; or it may 
consist in the transmission and sale in 
wholesale quantities to a distributing 
company, the transporting company 
possessing no franchise rights for en- 
gaging in distribution itself. 

It is under the first set of circum- 
stances that the great majority of 
interstate energy transfers are taking 
place to-day. They are illustrated in 
the case of the Pennsylvania Gas Com- 
pany v. the Public Service Commission 
of New York,? in which the Court said: 


The thing which the State Commission 
ha3 undertaken to regulate is local in its 
nature. . . . This local service is not of 
that character which requires general and 
uniform regulation of rates by Congres- 
sional action. . . . It may be conceded 
that the local rates may affect the inter- 
state business of the company. But this 

1265 U. S. 298; 40 Sup. Ct, 544. 

7952 U. S., 28; 40 Sup. Ct, 279. 
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fact does not prevent the State from making 
local regulations of a reasonable character. 

Until the subject matter is regulated 
by Congressional action, the exercise of 
authority conferred by the State upon the 
Public Service Commission is not violative 
of the commerce clause of the Federal 
Constitution. 


The second set of circumstances— 
wholesale interstate transfers—were 
illustrated in the Kansas Natural Gas 
cases, and are the circumstances under 
which, in several cases, important 
interstate energy exchanges are taking 
place to-day and will take place to a 
constantly increasing degree in the 
future as the limits of our superpower 
systems are extended and their ca- 
pacities increased. In the Kansas Gas 
cases the Supreme Court said: 


The business of supplying, on demand, 
local consumers is a local business, . +. . 
whether the local distribution be made by 
the transporting company or by inde- 
pendent distribution companies. . . . But 
here the sale of gas is in wholesale quan- 
tities, not to consumers, but to distributing 
companies for resale. . The trans- 
portation, sale, and delivery constitute an 
unbroken chain, fundamentally interstate 
from beginning to end, and of such con- 
tinuity as to amount to an established 
course of business. The paramount in- 
terest is not local but national, admitting 
of and requiring uniformity of regulation. 
Such uniformity, even though it be uni- 
formity of governmental non-action, may 
be highly necessary to preserve equality of 
opportunity and treatment among the 
various communities and states concerned. 


PROBLEM OF INTERSTATE 
TRANSMISSION 


While no cases involving interstate 
transmission of electric energy have 
yet come before the Supreme Court, it 
is hardly likely that the Court would 
apply any other rule than it has applied 
in the cases of interstate transmission of 
gas. It would appear, therefore, that 
the Federal Government must assume 
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jurisdicticn over these wholesale inter- 
state trarsfers if they are to be regu- 
lated at all. It has been suggested, 
however, that the court may not have 
exhaustec the alternatives, that the 
states mey accomplish indirectly what 
they hav2 been forbidden to do di- 
rectly, or that the exercise of Federal 
authority may be obviated through a 
transfer >f such authority by con- 
gressiona. enactment to the states. 

Since regulation of delivery of energy 
to consumers by the distributing 
company under the ruling of the 
Pennsylvania-New York case may be 
retained under the authority of the 
state commissions, it has been sug- 
gested that in cases of wholesale pur- 
chase where the Commission has no 
jurisdiction over the wholesaling com- 
pany, it may ignore the purchase price 
and fix rates to consumers on what 1t 
thinks the price ought to be rather than 
on what it is. Apart from the fact 
that the question of whether the dis- 
tributing company shall or shall not 
purchase at the price offered is an 
exercise cf a managerial function which 
the courts are loath to permit the 
Commiss.ons to exercise on behalf of 
the utilit.es, such an act would not be 
regulation of the character we are 
justified n expecting to-day. Such a 
decision 3y a state commission would 
not follow upon an orderly summons of 
the partes and presentation of evi- 
dence, fo> one of the parties would not 
be withir: its jurisdiction. In absence 
of the voluntary acquiescence of the 
parties a decision of this character 
could be made effective only through 
confiscat.on of the property of the 
distribut ng company or through ex- 
clusion from the state of the energy 
previous'y imported. 

It has also been proposed that such a 
situation could be handled by the 
states through the medium of inter- 
state compacts which, if approved by 
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Congress, would have the effect of 
transferring the Federal jurisdiction to 
the states themselves. If there were 
only occasional cases of such interstate 
transfers, or if no transfer affected more 
than two states, this method might be 
possible. But the number of ‘cases is 
constantly increasing, and eventually 
the transfers will affect groups of states. 
How readily we may expect any such 
group to agree upon a common course 
of action may be judged by the difi- 
culties encountered in the attempt to 
negotiate the Colorado River Compact 
where seven states are involved, and 
the Delaware River Compact where 
only three are involved. States are 
naturally jealous of their rights. Being 
sovereigns they may act only by unan- 
imous consent. If we can imagine 


- a situation in which, for example, the 


eleven northeastern states comprising 
the so-called “Super-power Zone” 
could continue to settle the problems of 
interstate energy transfers satisfac- 
torily and expeditiously by unanimous 
consent under the terms of a compact; 
we would, in effect, have merely created 
another Federal Government to serve 
in the place of the one’we now have. 
The only authority to regulate rates, 


services and securities of corporations . 


engaged in interstate commerce m 
electric energy which Congress has yet 
conferred is that given under the 
Federal water power act to the Federal 
Power Commission, and this extends 
only to authority over the licensees of 
the Commission, and over them only to 
the extent that the state agencies have 
not the authority to act or cannot 
agree. The Act also gives the Com- 
mission, under similar limitations, 
authority over intrastate operations of 
its licensees. Since practically all the 
states have authority to regulate rates 
and services and the majority of them 


to regulate securities, the Cormmis-” 


sion's intrastate jurisdiction, should it 


FA 
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elect to exercise it, would be confined 
to approval of security issues. It has 
not acted in any intrastate case, and in 
only one interstate case, that of the 
Conowingo project on the Susque- 
hanna River, where the Commission 
took jurisdiction over the security 
issues and the interstate contracts 
because the project was located in two 
states, and involved wholesale inter- 
state power transmission. 

The cases of interstate energy trans- 
fers to which the Federal water power 
act apply, are but a very small part of 
the cases which exist. These trans- 
fers are, however, becoming increas- 
ingly more numerous and more im- 
portant. They will require regulation 
if the industry is not to get out of hand. 
The authority to regulate lies in the 
Federal Government; but to attempt 
its complete exercise in hundreds of 
isolated cases scattered all over the 
United States, through the agency of 
a commission located in Washington, 
would involve complications, large ex- 
pense, and long delays. On the other 
hand, to confer complete authority on 
the states would be likely to result in 
interstate conflicts, or deadlocks. It 
would appear that the greater part of 
the disadvantages of complete state or 
of complete Federal action could be 
avoided by a combination of the two, 
by conferring on the states original 
jurisdiction through joint action of 
their regulating bodies, and upon the 
Federal Government appellate juris- 
The state bodies, more fa- 
miliar with local conditions than any 
Federal body would be likely to be, 
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could hold hearings, take testimony, 
assemble evidence, and determine the 
issues. If the states agree and the 
utility company accepts their findings, 
such findings should be considered 
conclusive. If there is not agreement, 
or if the utility is unwilling to abide by 
the findings, then and only then would 
it be necessary to take the case to a 
Federal agency. Such agency should 
have appellate jurisdiction only and 
should render its decisions from the 
record presented without authority to 
admit new evidence. A procedure of 
this character would leave the final 
authority over interstate commerce in 
power where it properly belongs in the 
hands of the Federal Government, 
would give the states opportunity to 
settle their own differences, and would 
avoid the necessity of overloading 
Federal agencies with details, or with 
matters that the states had better 
decide for themselves. 

With the powers which the states 
already possess under the ruling of the 
Pennsylvania-New York case, and 
with original jurisdiction conferred 
upon them by act of Congress in cases 
of wholesale interstate energy trans- 
mission, a situation would be estab- 
lished whereby, without doing violence 
to our system of government, it should 
be possible to cover the field effectively 
and without essential duplication, per- 
mitting no twilight zone of uncon- 
trolled operations, but leaving the 
original responsibility in matters of 
regulation where it appropriately be- 
longs-—in the hands of the several state 
commissions. 


More Government in Business — Does Wall Street 
Need It, or Main Street Want It? 


By Ginsert H. MonTAGUB 
Of the New York Bar 


HE law, as it now stands, makes 

a sharp distinction between the 
power that the Federal Government 
may exert over corporations that 
have been proved to violate the law, 
and other corporations which, so far as 
any proofs or any charges show, have 
violated no law whatever. The courts 
have, to the broadest extent, upheld 
the power of the Federal Government 
to require the fullest kind of informa- 
tion and the completest disclosure 
from corporations after they have been 
proved to have violated the law, or in 
the course of proceedings against such 
corporations for violations of law. 


How Far SHOULD GOVERNMENT Go? 


We are now discussing, however, 
corporations against which no such 
charges have been made—corporations 
that comprise over ninety-nine per 
cent of American business—and the 
question we are to consider is the 
question that Professor Ripley has 
raised: To what extent, in respect of 
corporations against which no charges 
whatever are made, shall the Federal 
Government exercise detailed control 
by prescribing what shall be their 
forms of financial statement? 

Professor Ripley’s concept of a 
stockholder, in any of the ‘large corpo- 
rations listed on the stock exchange, is 
that such stockholder is an actual or 
potential voter at stockholder’s meet- 
ings. Influenced by that concept, 
Professor Ripley a year ago called 


1 See article by Professor Ripley, “Stop, Look 
and Listen,” in the Atlantio Monthly, Sept., 
1926. 
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attention to what he regarded as 
dangerous tendencies, under the liberal 
corporation laws of most of our states, 
in respect of verious kinds of limita- 
tions on the voting power of stock- 
holders. 

With all respect to the Professor, I 
think that his concept of the stock- 
holder is very remote from the realities 
as they exist in any of the large cor- 
porations listed on the stock exchange. 
Very few stockholders, in any of the 
great corporations of the present day, 
actually or potentially ever conceive of 
themselves as voters. You and I are 
investors. We buy stocks for invest- 
ment. When we disapprove of the 
management, we sell the stock. 
When we have confidence in the man- 
agement we retain the stock. It is in 
that act of either selling our stock or 
continuing to hold our stock, and not 
at any meeting of stockholders, that 
we register whatever vote we have. 

Because the stockholder is essen- 
tially and primarily an investor, the 
stockholder is of course entitled to the 
fullest obtainable information about 
his investment. On this I profoundly 
agree with Professor Ripley. But the 
information that will give to the stock- 
holder-investor the information that 
he needs and is entitled to have does 
not necessarily have to be conveyed in 
any stereotype form of corporate 
report, financial statement, income 
account, or record of operations. 

Anyone familiar with corporations 
knows that it is just as proper for a cor- 
poration consistently to write down its 
plant, patents and good-will below 
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their probable value, as it is for the 
corporation to attempt every year 


- some form of appraisal by which the 


corporation may try to place an esti- 
mate on the value of those assets. 
Anyone who has ever tried to estimate 
the value of such assets knows that no 
two men can ever agree as to what 
their value really is at any particular 
time, and that their value today may be 
a very different thing from what their 
value may be six months from now. 
To attempt in any serious way any 
periodical appraisal of such asset 
values for any of the large industrials of 
the country would be foolish, wholly 
misleading, and wasted effort, so far 
as information to the stockholder is 


- concerned. 


The stockholder as an investor is 
entitled to information regarding his 
investment, but, as clearly appears 
from this illustration, that information 
can just as truly be given to the stock- 
holder by forms of financial statement 
which, over a period of years, will show 
whether the corporation is writing 
down or writing up the value of those 
assets—in the case of patents and good- 
will, whether the corporation con- 
servatively gives no value at all to 
those items—and which will thus 
indicate to the stockholder what course 
the corporation is following in respect 
to those assets, so that if he wishes he 
may make his own estimate, which 
probably will be better for his purpose 
than having it made by anyone else. 

Professor Ripley’s assumption, there- 
fore, that the only proper way of giving 
this information is for the corporation 
to fill out some stereotyped form of 
financial statement absolutely misses 
the realities of the situation. 

Starting with the initial fallacy that 
the information to which the stock- 
holder is entitled can be given in only 
one way, that is by a stereotype form of 
financial statement, income account 
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and record of operations, Professor 
Ripley moves to the next step in his 
fallacy, which is that since this is not 
now being done, there should be set up 
somewhere in the Federal Government 
some machinery by which corporations 
should be compelled to do it. 

Because some corporations do not 
give to the public all the details regard- 
ing their financial condition that he 
thinks they should give, Professor Rip- 
ley proposes that all corporations en- 
gaged in any form of interstate com- 
merce—which means substantially all 
the corporations of the country, regard- 
less of size and regardless of how their 
securities are owned— shall annually, - 
or as much oftener as the Federal ‘Trade 
Commission may prescribe, fill out 
such forms of financial statement, 
income accounts and reports of opera- 
tion, in such detail, and in such manner, 
as the Federal Trade Commission shall 
prescribe. 


Is Inrteusion WARRANTED? 


Is there, at the present time, any- 
thing confronting the investors of this 
country that calls for any such enor- 
mous intrusion of government into 
business, or for the setting up of any 
such governmental machinery as 
would be necessary in order to pass 
upon the details of all corporate ac- 
counts of practically all the corpora- 
tions of this country? 

Once more I return to Professor 
Ripley’s article: does “Wall Street ”— 
in which he misleadingly epitomises all 
corporations—need any such extra- 
ordinary intrusion of government in 
business, or does “Main Street”’-—by 
which Professor Ripley means you and 
me and all the rest of us—really want 
it? 

Several corporations named by Pro- 
fessor Ripley have since proved that if 
he had more carefully studied their 
financial statements he would have 
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found there the details which he 
claimed were being concealed. Sev- 
eral. others could show that if he had 
ever examined Moody’s or Poor’s or 
other standard books of reference, he 
would have found there the informa- 
tion which he claimed was being with- 
held. Still others could establish that 
whenever requested by any responsible 
stockholder they have always been 
ready and willing to give additional 
information on any specific point, and 
to explain the reason for the form of 
their published financial statements. 

The suggestion, running through 
Prcfessor Ripley’s article, that there is 
any degree of unresponsiveness on the 
part of the directors and officers of our 
great corporations to requests for infor- 
mation coming tothem from theirstock- 
holders, is absolutely contrary to ordi- 
nary experience. Noman who has had 
any experience whatever with the great 
big corporations of the country can 
fairly say that there is any indisposition 
on the part of the officers and directors 
of the corporations of the country, tak- 
ing them by and large, to respond to 
requests for information which may 
corne to them from stockholders. 

‘The degree to which, during the past 
few years, officers and directors of 
corporations have become more and 
more responsive to that kind of request 
for information is so conspicuous that 
it is noteworthy, in Professor Ripley’s 
article m which the contrary is sug- 
gested, that the Professor has had to go 
back prior to 1901, twenty-five years 
ago, to find his best illustrations of any 
contrary examples. 


On the face of it, to use the nomencla- - 


ture of “Wall Street” and “Main 
Street” which Professor Ripley has 
popularized, “Wall Street” plainly 
does not need, so far as financial state- 
ments are concerned, any degree of 
coercion from the Federal Trade Com- 
mission. That leaves this question: 
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Why, in a situation which, if not 
entirely cured, is already so nearly 
cured, and can so easily be completely 
remedied by a plain appeal to educated 
public opinion and to the sense of fair- 
ness of the business community, does 
Professor Ripley turn his back on these 
perfectly obvious modes of accom- 
plishing whatever reform is needed, and 
assume that “Main Street” prefers to 
accomplish results by means of govern- 
ment paternalism and Federal bureau- 
cracy? 

Is there, on the part of “Main 
Street,” any such desire to put the 
government into business? Professor 
Ripley assumes that there is, and that 
the government already has that 
power. In fact the sensation of his 
article is his triumphant announcement 
of his discovery that at the present 
time there is in the Federal Trade Com- 
mission full power to do this, and his 
comments on the extent to which the 
Trade Commission has been neglectful 
of its duty. 

Professor Ripley says: 


The Federal Trade Commission Law of 
1914 contains in Section 6 a positive delega- 
tion of authority to this body which is 
entirely adequate to the performance of 
the service so greatly needed at the present 
time. The Federal Trade Commission, had 
it chosen to exercise these powers, might 
since 1914 have gathered and compiled in- 
formation—to paraphrase the statute— 
concerning the organization, business and 
management of any large corporation en- 
gaged in commerce, except banks and 
common carriers. 


These statements Professor Ripley 
makes in his article entitled “Stop, 
Look, Listen,” but if he had ever acted 
upon his own advice he must certainly 
have discovered that each of them is 
absolutely contradicted by, the facts. 
No such powers are, or ever have been, 
possessed by the Federal Trade Com- + 


mission. 
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FEDERAL COURT OPINIONS 


_ Decisions to this effect have been 

rendered by Federal courts throughout 
the United States in September, 1919, 
April, 1920, March, 1922, October, 
1922, November, 1922, January, 1928, 
and September, 1926, and by the 
Supreme Court of the United States 
in March, 1924 and March, 1925. 

This unbroken line of decisions, each 
of which was by the unanimous opinion 
of every judge in each of these courts, 
has never been challenged by a single 
decision to the contrary. Heedless of 
these facts, Professor Ripley chides the 
Federal Trade Commission for “the 
neglect of this section of the existing 
law,” which he says is because “the 
commissioners have been legalistically 
rather than economically minded,” and 
“since the war, with its concomitant 
over-development of Federal power, a 
natural reaction against so-called pa- 
ternalism supervened.” 

Each of these reasons, before Pro- 
fessor Ripley ever advanced them, had 
been officially refuted by judges whose 
responsiveness to economic thought, 
whose sympathy with reform, and 
whose reputation for liberalism, both 
before and since their appointment to 
the Supreme Court of the United States, 
~ have always been beyond dispute. 

“The mere facts of carrying on a 
commerce not confined within state 
lines, and of being organized as a cor- 
poration, do not make men’s affairs 
public, as those of a railroad now may 
be,” said Mr. Justice Holmes in March, 
1924, im an opinion in which every 
justice in the Supreme Court of the 
United States concurred. 

“Any one who respects the spirit as 
well as the letter of the Fourth Amend- 
ment,” continued Mr. Justice Holmes, 
speaking for the unanimous Supreme 
r Court, “would be loath to believe that 
Congress intended to authorize one of 
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its subordinate agencies to sweep all 
our traditions into the fire. . . . We do 
not discuss the question whether it 
could do so if it tried, as nothing short 
of the most explicit language would in- 
duce us to attribute to Congress that 
intent. ‘The interruption of business, 
the possible revelation of trade secrets 
and the expense that compliance with 
the Commission’s wholesale demand 
would cause are the least considera- 
tions. . We cannot attribute to 
Congress an intent to defy the Fourth 
Amendment or even to come so near to 
doing so as to raise a serious question of 
constitutional law.” 

At least two of the judges of the 
Supreme Court who joined in this deci- 
sion are economists who, though we 
seldom think of them as such, are the 
equals, if not the superiors, of any 
economists connected with any of our 
colleges and universities. 


PRoTECTING FUNDAMENTAL Riests 

At this point, it may be expected 
that somebody will say, “Well, after 
all, even if Professor Ripley is com- 
pletely wrong as to the remedy, we 
must at least give him credit for 
good intentions, and for calling atten- 
tion to something that needed to be 
reformed.” 

Whether there is anything in the 
situation that really needs to be re- 
formed is a question to which I (have 
already referred, but even if there is, 1 
inquire whether, as a matter of intellec- 
tual integrity, 1t isn't time to cease 
this particular form of apology. 

If a physician happens to prescribe 
arsenic, when he ought to have pre- 
scribed quinine, it isn’t any apology for 
him to say that at least he knew the 
patient had a fever. 

If an engineer builds a bridge at a 
place where no foundations are possible, 
it is no excuse for him to say that at 
least he favored better transportation. 
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Economics is indeed a backward 
science if the same rudimentary stand- 
ards oí sound knowledge, as well as 
good irtentions, which for generations 
we havz expected from physicians and 
from engineers, cannot be expected of 
econolcists. 

The principles that underlie these 
court d2cisions to which I have referred 
are principles that go down to the very 
foundazions of the Republic. Behind 
these p-inciples, which have been unan- 
imousl~ endorsed by every judge in 
every court wherever the question has 
arisen, rests the undoubted concurrence 
of an overwhelming majority of Ameri- 
cans in every walk of life. If these 
principles had not been established, 
one hundred and thirty-seven years ago 
in the Constitution, they would im- 
mediately have to be planted there to- 
day, ir order to save the states from 
being swallowed up in an unmanage- 
able, overgrown Federal Government, 
and to save our fundamental rights to 
life, lib=rty and the pursuit of happiness 
from b=ing obliterated under a sprawl- 
ing corgeries of Federal bureaus. 

I dcn’t intend here to urge these 
principles merely because they are old. 
I am not invoking the authority of 
antiquity. I state simply that if, at 
the present time, these principles had 
not been applied by these outstanding, 
forward-looking economists of the Su- 
preme Court, so tremendous is the 
volums of business that would be 
brougkt under Federal control, in the 
most stereotyped and detailed fashion, 
that the degree of centralization which 
would result would break down our 
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form of Federal Government. Taking 


it simply as a question of administra- 4 
tion, it would be impossible in practice ~ 


to set up any machinery that would 
work. That is why we are confronted 
with the question which is the title of 
my article: “More Business in Govern- 
ment; Does Wall Street Need It, Or 
Does Main Street Want It?” 


TroustinGc PUBLIC OPINION 


My sober conviction is that when the 
people of this country, represented un- 
der the collective title of “Main 
Street,” realize exactly what has al- 
ready been accomplished, sumply by an 
appeal to public opinion and to the 
sense of fairness of the officers and 
directors of the great corporations of 
this country, and how very slight is the 
need for further reform, and when they 
realize that in respect of any corpora- 
tion which is being charged with viola- 
tion of law, or which has been convicted 
of violation of law, there is almost no 
limit to the degree of control which the 
Federal Government may now exercise 
over that corporation, they will con- 
clude that, as regards corporations 
touching every branch of American 
life, against which no charge of violation 
of law has ever been made, they can 
safely assume, for the time being at 


least, that it is not necessary to set up ` 


in Washington any bureau to prescribe 
the details of every financial statement 
that those corporations shall put out, 
and they will conclude, for a while longer 
at least, to rely upon educated public 
opinion and the sense of fairness of the 
business community. e 


Federal Regulation of Corporations Under 
the Commerce Clause 


By Apram F. Mynas 
Federal Trade Commissioner 


HE constitutional grant of power 
to Congress was to regulate com- 
merce among the several states, not 
corporations engaged in such commerce. 
Corporations are the creatures of the 
states and the instruments through 
which commerce, both within and 
among the states, is transacted. Un- 
der the constitutional plan the neces- 
sary regulation of the internal affairs 
of a corporation belongs primarily to 
the state of its incorporation. The 
business of a corporation, to the extent 
that it involves the buying or selling of 
goods in one state for delivery into 
another, constitutes interstate com- 
merce. Where interstate commerce 
begins, and where it leaves off, has been 
defined with some precision, and its 
regulation is exclusively the function of 
the Federal Government. This dis- 
tinction between the power to regulate 
a corporation, and the power to regu- 
late its interstate business, is elemen- 
tary and important; but it is not as rigid 
‘in its application as in its definition. 
Otherwise Federal control of corpora- 
tions would be legally impossible and 
there would be no need for this sympo- 
sium, unless it looked to the further 
amendment of the Constitution. 
Before the adoption of the Constitu- 
tion there were only twenty-one busi- 
ness corporations within the United 
States; and of these only two were 
trading companies and one a manufac- 
turing company. Commerce among 
the states was a vision, not an actuality. 
To-day corporations predominate in 
rinfluence, if not in numbers, in all gain- 
ful pursuits save merchandising and 


personal service. Of the estimated” 
national income of seventy billions 
in 1928, perhaps thirty-three billions, 
or say between forty and fifty per cent, 
was acquired by or through corpora- 
tions. Practically all of those corpora- 
tions were engaged in interstate com- 
merce in the sense that they either 
bought or sold goods in states other 
than those in which they were located; 
at least two-thirds were engaged in 
interstate selling. The amount of 
their interstate operations may be esti- 
mated at around twenty-one billions. 


PROBLEM OF STATE-FEDERAL 
JURISDICTION 


Commercial corporations—the kind 
with which we are now concerned—are 
created for a single purpose; that is, the 
transaction of business. Business is 
the very life of such a corporation; 
without business, it dies. The con- 
nection between a corporation and its 
business being so vital, it follows that 
the one may not be regulated wholly 
without regard to the other. Regula- 
tion of interstate commerce, that is the 
business of a corporation, necessarily 
implies some measure of control over 
corporations engaged in such commerce. 
Obviously there can be no adequate 
regulation of interstate commerce that 
does not extend in some degree to the 
instruments of such commerce. Inthe 
case of the railroads, whose business is 
not only largely interstate but affects 
directly and materially the interstate 
business of others, the need for unified 
national control has been recognized 
and put in force. So far as the rail- 
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tion of some Federal law on the part of 
the corporations to be investigated.. 
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roads ere concerned, Federal control of 
corporations is an accomplished fact. 


Every regulation of interstate com- 
merce by the Federal Government in- 
volves the occupation of a jurisdiction, 
or the exercise of a function, formerly 
belong-ng to or exercised by the states. 
The courts, therefore, have been ex- 
tremel” cautious about laying down gen- 
eral pr-nciples dealing with the powers 
of Congress under the commerce clause. 
Since the adoption of the Constitution 
great progress has been made in the di- 
rection of a unified national control of 
the nacion's business. This advance, 
however, has been neither steady norun- 
opposel. It has been accelerated or re- 
tarded. depending upon the existing 
state o: public opinion. The boundary 
line beween the jurisdictional spheres 
of the state and Federal governments 
is elast c, not rigid; ragged, not straight. 
The co 1rts, while deciding cases on the 
law anl evidence, have not been un- 
mindful of the state of public opinion 
in difficult cases. 

Much as we would like to regard the 
law as an exact science, we can only 
speculete as to how far the courts will 
indulge Congress in efforts to control 
industrial corporations by sporadic acts 
not im>osed as conditions to the right 
to engege in interstate commerce. The 
power to control corporations through 
publicizy—a method recommended by 
the Irdustrial Commission and at- 
tempted to be carried out throughthe 
Bureau of Corporations and the Federal 
Trade Commission—still remains in 
doubt. The Supreme Court, after 
three ears of deliberation, finds itself 
unable to decide whether the Federal 
Trade Commission has the power to 
compel the furnishing of reports con- 
cerning costs and profits. Recent 
decisions relating to the Commission 
hold that, before its inquisitorial powers 
may be exerted, there must be a finding, 
or at least a specific charge, of a viola- 


t 


These decisions reject the view that 
the preventiva or prophylactic effects 
of publicity may serve as a justification 
for the exercise of inquisitorial powers. 
There is a growing tendency on the 
partof thecourtsto brand all investiga- 
tions as fishing expeditions unless it ap- 
pears that the fish are already caught. 

This, however, is but a natural mani- 
festation of the policy of our law, de- 
rived from the common law, and has 
for its purpose the protection of the 
individual against unnecessary govern- 
mental molestation. The theory is 
that governmental interference in busi- 
ness comes as a penalty for an infrac- 
tion of the law. It is punitive, not * 
preventive; it has to do with locking 
the stable after the larceny is commit- 
ted. While the courts strain over the 
power to obtain information from in- 
dustrial corporations (except under 
procedures established for the protec- 
tion of persons accused of crime), they 
do not hesitate to exert the most drastic 
measures of control over such corpora- 
tions once they have been adjudged 
guilty of some purely statutory offense. 
According to the prevailing view the 
government may not intrude upon the 
privacy of a corporation to ascertain ¢ 
whether it is obeying the law or whether 
additional laws are necessary for the 
protection of the public. But as soon 
as a violation of the law is established, 
the corporation becomes subject to the 
full power of the nation and the privi- 
leges and immunities conferred by the 
state avail it nothing. ‘Thus corpora- 
tions adjudged in violation of the Sher- 
man Antitrust Law may suffer their 
charters to be rendered useless and 
even canceled; their mortgages to be 
rewritten; and their properties to be 
divided and sold. These are measures 
of direct control equal to any which{ 
may be exerted by the state under 
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whose laws the company was incorpo- 
rated. 

The time is approaching. when the 
country will be confronted with Federal 
control of corporations as an Inescap- 
able issue. The statutes now on the 
books, for the most part, have to do 
with the regulation of the business of 
corporations, rather than with the 
control of the corporations themselves. 
Such statutes were more nearly ade- 
quate to the protection of the public 
in the days when the ownership of cor- 
porations was confined to a few power- 
ful families or groups, than they are 
to-day. The great corporations to-day 
are with few exceptions owned by 
thousands of stockholders, big and 
little; and their securities are held in 
every state. The protection of the 
competitor of a corporation and the 
consumer of its products is still a matter 
of grave concern; the protection of the 
investor is becoming quite as impor- 
tant. Diffusion in the ownership of 
corporate securities, more than any 
other recent development, makes Fed- 
eral control an issue—perhaps a neces- 
sity. 

Public opinion will not much longer 
tolerate a condition under which a few 
states vie with one another in creating 
corporations with unlimited capital and 
powers, without requirement that they 
engage in business in the states of their 
incorporation, and without provisions 
looking to the disclosure of their opera- 
tions or accounts, to transact busi- 
ness and market their securities in other 
states. An effort has been made to 
justify these loose incorporation laws on 
the ground that they encourage the de- 
velopment of industry within thestates; 
but the effort fails in view of the 
omission of any provision that the cor- 
porations shall conduct their operations 
in whole or in part within the states of 
their incorporation. The inference is 
irresistible that the incorporation of 


145 


companies is solicited by these states 
because of the license fees and other 
revenue derived from the business. 
The creation of corporations has lost 
its dignity as an exercise of the sover- 
elgn prerogative for the furtherance of 
commerce and in the interest of the 
people of the state. What was once 
regarded as the conferring of a great 
privilege, to be limited and circum- 
scribed by all necessary provisions for 
the protection of the public, has be- 
come a bargain sale, and states are ad- 
vertising and competing for the busi- 
ness. l 

But even though, as is widely be- 
lieved, there is an urgent need for 
Federal control of corporations, exten- 
sion of the powers of the Federal 
Government to that subject will meet 
with stubborn opposition. The con- 
sistent opponents of centralized govern- 
ment will repeat their time-honored, 
but generally disregarded, argument 
that the further extension of Federal 
power will impair, possibly destroy, 
our dual form of government. States’ 
rights, by no means a forgotten slogan, 
will be revived. It will be contended 
that the proposal will further cen- 
tralize power in administrative bodies 
remote from popular control. Finally, 
the still more appealing objection 
will be raised that the proposal nec- 
essarily involves an increase in the 
existing over-supply of bureaus and 
bureaucrats—a disadvantage thought 
to outweigh all possible benefits. 


FEDERAL INCORPORATION 


The proponents of Federal control, 
on the other hand, are fortified with 
arguments that. have carried them to 
victory in many bitter contests. Does 
not the Constitution contemplate that 
the powers of the Federal Government 
shall extend to every matter that con- 
cerns the whole people, and in which 


the states are incompetent or unwilling 
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to act? Can it be that between the 
powers ol the state and Federal govern- 
ments th=re exists an air pocket which 
leaves th= citizens of a majority of the 
states wishout proper protection from 
the actioa or inaction of a few states? 
And is nct Federal control made neces- 
sary by the practice of a small number 
of states n spawning corporations with 
unlimitec powers to transact business 
and market their highly speculative 
securities in all of the states? 

If reform could be had without the 
further extension of Federal power, all 
would rejoice. The adoption by the 
states of a uniform and enlightened 
policy in chartering and dealing with 
corporatons would afford a remedy 
more in xeeping with our dual system 
of govermment. , Self-correction on the 
part of the corporations also could con- 
stitute, 17 not a complete solution, at 
least a great step forward. But one 
must inceed be an optimist to expect 
action from those quarters. ‘The self- 
interest zhat leads to the adoption of 
the methods complained of, would pre- 
clude their voluntary relinquishment. 
Possibly national prohibition could 
have bee2 avoided by the observance of 
a certain degree of self-restraint by 
those ergaged in the liquor traffic. 
But self-interest is a barrier to self- 
reformat.on, and we may not hope for 
any useful results from state legislation 
or volun.ary corporate action. 

Coming to a consideration of the 
courses open to the Federal Govern- 
ment, tke first choice is between the 
exertion of a direct and immediate 
control cver the corporation itself, and 
the exercion of an indirect control by 
means cf publicity. In the present 
state of the decisions, we can hardly 
expect that measures of the first class 
will be sustained unless Congress 
boldly ennounces that it intends to 
occupy the entire field of regulation so 
far as it telates.to interstate commerce, 
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with all its incidents. Nothing short 
of a Federal incorporation law for all 
concerns engaged in interstate com- 
merce could achieve that result. Ifthe 
exertion of such measure of control is 
the aim of the present agitation for 
Federal control of corporations, then 
let us hope for e revival of the discus- 
sions of the last quarter of a century 
concerning Federal incorporation. 

While Federal incorporation would 
vest in the national government full and 
direct control over corporations en- 
gaged in interstate commerce, it would 
have the added virtue of protecting the 
corporations against restrictive and 
discriminatory legislation by the states. 
The most impressive arguments that 
have been made in favor of a Federal 
incorporation law, have been urged 
from the standpoint of the corporations. 
Theoretically a corporation chartered 
in one state is a foreigner in the forty- 
seven other states, and enters those 
states, and remains in them for the 
transaction of business wholly by 
sufferance, and (within limits) subject 
to the conditions and limitations that 
those states, acting individually and 
from the standpoint of their selfish 
interests, see fit to impose. While in 
practice the attitude of the states 
towards the corporations of other states 
has been modified by considerations of 
comity and tolerance, it is nevertheless 
true that insofar as interstate commerce 
is concerned, one state authorizes busi- 
ness concerns which every other state 
has the right to restrict or even to 
destroy. 

‘As already pointed out, the Federal 
Government may utterly dismember a 
corporation that has been adjudged 
in violation of the Sherman Antitrust 
Law. But why should the Federal 
Government withhold its hand until a 
combination has been formed under 
state law? Would it not be better for 
the Federal Government to say in the 
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beginning what shall be the nature of 
the organization that may be permitted 
to engage in interstate commerce? 
‘Federal incorporation would vest in the 
government a degree of control over 
corporations that would amply pro- 
tect the public interest, without the 
necessity for long and expensive liti- 
gation; and would enable the business 
o" the nation to be conducted with a 
degree of certainty and stability that 
would more than compensate for the 
disadvantages inherent in the extension 
of Federal authority. 


GRANTING OF FEDERAL LICENSES 


Indirect control of corporations, by 
publicity of their accounts and affairs, 
as well as many of the objects that 
could be attained by Federal incorpora- 
tion, may be accomplished by a system 
of Federal licenses. Measures for 
Federal license, and for Federal incor- 
poration, have gone hand in hand into 
and sometimes through the commit- 
tees of Congress; and their respective 
merits and demerits have been many 
times discussed. Federal licenses for 
ccrporations engaged in interstate com- 
merce have been favored by many on 
the ground that the enactment of such 
a measure would avoid many of the 
serious questions relating to state 
taxation and state police power that 
would be inherent in any provision for 
Federal incorporation. As a means of 
insuring publicity of corporate affairs, 
a Federal license law would be entirely 
effective. 

Such a law would provide that no 
corporation should engage in inter- 
state commerce without first obtaining 
a license from the Federal Government. 
Such licenses would be issued by an 
appropriate government agency, pref- 
erably the Federal Trade Commission, 
and would be conditioned upon com- 
į pliance by the corporation with the con- 
ditions enumerated therein. A condition 
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of the license would be that thecorpora- 
tions should file with the issuing body 
annual reports of their operations, in- 
cluding balance sheets and income 
statements. The corporations would 
be classified; and for those corporations 
in which the public interest required it, 
particularly for the benefit of invest- 
ors, the reports, or appropriate parts 
thereof, would be made a public record 
and also currently published. For 
the more important corporations, in- 
cluding representative concerns in the 
chief branches of industry, quarterly 
income statements would also be re- 
quired sufficient to show the volume of 
business and net operating income, for 
the purpose of disclosing the trend of 
business during the year. For all cor- 
porations reporting, the information 
would be compiled and published 
promptly in unidentified form for the 
purpose of guiding business develop- 
ment and promoting business stability. 

The need of comprehensive statisti- 
cal information, for the intelligent con- 
duct of business, is recognized by all 
who are conversant with the subject, 
and it is the professed purpose of the 
current organizations of all branches of 
business into trade associations. The 
end to be served by having such infor- 
mation, namely, the more intelligent 
direction of business operations based 
on better knowledge of supply and 
demand conditions and on the profit- 
ableness of business in different 
branches as indicative of overdevelop- 
ment, or the contrary, is obviously of 
such great public concern that the 
government should itself collect, com- 
pile and promptly publish, as a general 
clearing house, the fundamental and 
essential facts. 


‘Up to CONGRES8 
The problem is primarily for Con- 
gress, and must be faced squarely, if at 
all. The fundamental question is: 
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Will the public interest be better served 
by the preservation of the historic 
division of powers between the state 
and Federal governments, or by a 
unifizd national control of business? 
The preposal to extend the power of 
the Federal Government to corpora- 
tions chartered by the states should not 
be undertaken without full apprecia- 
tion that it involves a departure from 
long cherished constitutional concepts. 
The nfeasures to be adopted must be 
plain ard should clearly express their 
true scope and meaning. Decisions 
adverse to governmental authority 
have sometimes resulted from the fact 
that it was being attempted to give an 
effect tc statutes not in the contempla- 
tion of Congress at the time of their 
enactment. Legislatures are too fond 
of enacting ill-drawn statutes and 
hoiding administrative officers and the 
courts to strict accountability for their 
enzcrcement. The exertion of Federal 
power ver state corporations is too 
importent an issue to be submitted to 
judicial determination upon a forced 
construction, or even a literal applica- 
ticn of a statute not specially designed 
to that end. Not only should the 
measures express their true scope and 
mesninz, but they should be based on 
conzressional findings of specific evils 
to ke remedied. 

_ Cnce the problem has been fairly 
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met, and clear measures based on ade- 
quate findings have been adopted, I 
believe that the power of Congress to 
enact such measures will be upheld by 
the courts. Courts in giving effect to an 
act of Congress are fortified by a reali- 
zation, derived from the proceedings 
attending its passage, that they are exe- 
cuting the will of the people. In the 
decision sustaining the Grain Futures 
Act! we have an example of the impor- 
tance that the Supreme Court attaches 
to congressional findings as to the need 
for particular legislation in upholding 
the power of Congress to enact it. 
Administrative officers, seeking to act 
under statutes of doubtful application 
are often turned back, not because 
the courts believe the Federal Govern- 
ment impotent to empower the officers 
to perform such acts, but because the 
officers do not exhibit clear credentials 
from the legislative branch, the source 
of their authority. 

And so I repeat, once Congress has 
decided to exert its full powers in this 
direction, the Constitution will be 
found to be a facility, not an obstacle, 
in the harmonious adjustment of the 
powers of the state and Federal govern- 
ments to the end that proper and neces- 
sary regulations may be provided for 
the protection, the prosperity and the 
convenience of the whole people. 

1 Board of Trade v. Olsen, 262 U.S. I. 


‘S 
* 


State Regulation of Corporations by Policing 
Sales of Securities 


By Hon. Kryves WINTER 
Deputy Attorney-General of the State of New York 


HE subject under discussion, 

“Federal Control of Corpora- 
tions,” is as broad as the multifarious 
activities of the people of this widely 
diversified country of ours. I propose 
to limit myself to the subject of the 
regulation of corporations by policing 
the sales of their securities. 

On general principles, I am opposed 
to the wholesale surrender by the citi- 
zen of the several states of their 
control over their business, and I am 
opposed to the alarming tendency fast 
becoming prevalent of assigning their 
minute and intimate affairs to the Fed- 
eral Government at Washington for 
regulation. 

Our dual form of government was 
established on the wise theory that the 
citizens of the several states retained 
the full and complete government over 
their own affairs. In forming a Federal 
Government they delegated to it only 
certain limited powers relating chiefly 
to transactions with foreign nationals, 
transactions in commerce between the 
states, the postal service and other in- 
terstate matters, all of which is defined 
in the Constitution of the United 
States. 

It was the spirit of our government 
then, and the spirit of our government 
now, an inheritance from our Anglo- 
Saxon origin, that the individual citi- 
zen shall regulate his own affairs with 
the least government possible; and 
that such governmental control as is 
found necessary shall be primarily local 
and extend from the locality to the 
state only where the common interest 
requires the application of broader rules, 


The problem that, confronts us here 
is not so much the expediency of Fed- 
eral regulation of your or my business, 
but it is essentially the power and the 
ability of your state to properly regu- 
late that business. The question is, 
has the authority of the several states 
collapsed over the corporate Franken- 
steins that they have created? This 
question I propose to answer in my 
remarks that follow. 

A corporation is merely a form under 
which natural or individual persons 
transact their affairs. Like “‘Christ- 
mas spirit,” it has no physical exist- 
ence. It is what the philosophers call 
an idea. To us lawyers it is a contract 
between the state and a group of indi- 
viduals with certain reservations, 
whereby these individuals and their 
successors may transact their joint 
affairs with certain privileges and lia- 
bilities that as individuals they do not 
have. Beyond a charter filed in a pub- 
lic office, nothing material is created, 
but the group thereupon take on cer- 
tain relations among themselves and 
toward the public. This conception of 
a relationship is a corporation. 

Creatures of the several states, these 
privileges and relations may be modi- 
fied or regulated by their creators. 
Thus the right to succession, or the 
right to transfer the shares of corpora- 
tions, may be regulated or even for- 
bidden by the states. 

The members of these groups are 
“stockholders.” While in most in- 
stances these groups are composed of 
citizens of different states, yet their 
corporate privileges are valid only by 
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virtue oí the laws of the state of their 
incorperation. 

Orig-nally corporations were com- 
posed jor the most part of small groups 
of business’ friends, associated in a 
commcn enterprise, each with a sub- 
stantial interest. There are now, of 
course, many such. But in modern 
times stockholders constitute relatively 
enormous groups of the citizens of this 
country. The stockholders of some of 


our large corporations number many’ 


thousands, most of them owning but few 
shares. ‘The United States Steel Corpo- 
retion is a group of over 160,000 stock- 
holders; the Pennsylvania Railroad, of 
over 140,000; the American Telephone 
and Telegraph Company, of over 866,- 
000. Their personnel is constantly 
shifting, as these stockholders buy and 
sell ouz of the corporation. Hundreds 
of thousands of shares of United States 
Steel cre bought and sold daily on the 
New York Stock Exchange. The 
transaztions in shares of other corpora- 
tions are almost equally as large. 
Hundreds of thousands of shares are 
bough on margin and the owner’s 
name 3eldom appears on the books of 
the ccrporation. A large portion of 
these stockholders are women and peo- 
ple of small means with no business 
experience. More and more of the 
emploves of corporations are becoming 
sharebolders of their employers on par- 
tial payment plans, and some of these 
plans require,the return of the stock 
when the employment ceases. The 
purpoze of the scheme is to tie the 
employe to the business. 


SEEKING A CURE 


It is probably agreed on all sides that 
they need protection and need it 
badly, not only from the schemes and 
manipulations of wicked promoters, 
but also from their own cupidity. But 
where we doctors disagree is about the 
methcd of protection and the degree. 
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To approach the problem on the’ 
mob rule theory that this uninformed . 
and undiscriminating mass of specula- 
tors can be equipped by publicity to 
regulate for themselves the intricate 
details of corporate business will cer- 
tainly get us nowhere. 

Recently a distinguished economist 
in the September issue of the Atlantic 
Monthly has most persuasively voiced 
a call for publicity of corporate trans- 
actions. He criticizes the meagerness 
of the usual annual report and then 
suggests as a remedy that the Federal 
Trade Commission be goaded into a 
general excursion into the books of all 
the corporations of this United States 
and divulge the results to the public. 

This cry fcr publicity was made in- 
the interest of present and of prospec- 
tive stockholders. Now, let us inquire 
how such proposed publicity may bene- 
fit the stockholders, either actual or 
prospective. Does it secure a more 
economical management of the affairs 
of the corporation, or does it primarily 
enable investors to select, buy and sell 
shares in corporations to their ad- 
vantage? 

It is estimated that about 20,000,000 
investors live in the United States. 
The vast proportion of this 20,000,000 
are minority stockholders scattered. 
from Maine to California. The indi- 
vidual voice of the greater portion of 
them appears so feeble and their in- 
ability to grasp the intricate and tech- 
nical details of their business is so 
manifest that they wisely prefer to 
leave the helm in the hands of others, 
contenting themselves with the quota- 
tions of their stock on the public mar- 
kets. Few of them attend corporate 
meetings. Hence, the actual manage- 
ment of their corporations is actually 
in the hands of one or two individuals 
who can and do perpetuate their own 
control, their own employes and their 
own policies by assembling proxies of ` 
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‘fifty-one per cent of the stock in ad- 
pvance of meetings. So we find, particu- 
larly in our large corporations, that the 
responsible heads are placed there and 
are dominated by a few owners of the 
larger blocks of the stock, but never- 
theless minority blocks. Although 
theoretically the vote of this enormous 
mass of stockholders may control bad 
management, practically a disgruntled 
minority stockholder’s sole remedy 
against bad management is to sell his 
stock, take his loss, and reinvest the 
proceeds in other stock which he be- 
lieves may be more fortunate. 

It seems fairly obvious that the out- 
ery for publicity has no direct relation 
to any cure for mismanagement of 

‘corporate affairs. 

On the other hand, the public ven- 
tilation and exposure of the affairs of 
corpcrations tends to restrict fraudu- 
lent, unjust and unfair practices in the 
issue and marketing of their securities 
and enables investors to select, buy and 
sell with full knowledge of the facts. 

In the last analysis, fraud is effected 
either by positive mis-statements or by 
concealments of facts. In the issue 
and sales of securities most frauds are 
accomplished by cunning innuendo and 
by concealments of fact. Investors 
buy and sell securities on cleverly cir- 
culated rumors, tips and hunches, and 
usually in complete ignorance of what 
they are buying and selling. Thus, 
the whole subject of disclosures by 
corporations of their affairs is closely 
related to the prevention of frauds 
upon stockholders, and inasmuch as 
the interest of the average stockholder 
is identified with the market for his 
stock, it follows that the state, by 
policing sales of stocks and by the en- 
actment of laws for that purpose, may 
provide a full measure of protection to 
stockholders where it is vital. And 
khis I hold is a proper function of 
government. 
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Again, I believe, and I assert it 
without fear of contradiction here, that 
government interference with the man- 
agement of private business is not a 
cure. I am aware of the fact that the 
socialist thinks otherwise. My own 
experience in government operation 
has been disastrous. Frequent com- 
plaints are made to us against corpora- 
tions whose business is conducted un- 
wisely, where no dividends are being 
earned and particularly where the 
market price of the stock has collapsed. 
In one corporation we found that the 
moving spirit was a visionary inventor 
who was conducting the corporate 
affairs more to the end of developing 
a toy than to the production of divi- 
dends. In that case we interfered and 
compelled the inventor, a man with an 
international reputation, to eliminate 
himself from the management and in- 
stall a voting trust controlled by the 
minority stock of the corporation. The 
stockholders responded by saddling 
the entire business on our office. 


PASSAGE Or BLUE SKY Laws 


Forty-five states of the Union have 
passed blue sky laws regulating the 
sales of shares of corporations to the 
public. The dominant feature of all 
these laws is the grant of full powers to 
the several Security Commissioners to 
discover the condition of corporations 
selling stock or whose stock has been 
sold in these states. 

With the exception of Delaware and 
Nevada every state in the Union has 
thus installed machinery to expose 
fraudulent, inequitable, unjust and 
unfair practices, not only in the sales 
of corporate shares in such states, but 
also from them. 

Now, let us see whether these stat- 
utes are designed to protect stock- 
holders and if they are administered 
with that effect. 

The state blue sky laws do not 
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primarily regulate the management of 
corporate business, but they are de- 
signed to prevent the sale of corporate 
securities whenever fraudulent, unfair 
and unjust practices are discovered. 
They are all substantially uniform in 
that taey all require corporations and 
individuals to give full information of 
, taeir ¿ffairs to the state for that pur- 
“pose, 

For=y-three of these states prohibit 
any sales of securities in their states, 
and tkereby exclude their citizens from 
owning shares in corporations unless 
these corporations are previously li- 
censec. The burden is placed on the 
corporations to show a clean bill of 
health. New York, Maryland and 
New «ersey, on the other hand, differ 
from the other forty-three states in that 
respect. New York, Maryland and 
New Jersey freely permit unrestricted 
sales of shares of corporations until 
fraud or unfair and unjust practices are 
disco ered, in which event the invest- 
rent may be prohibited. The burden 
cf preof is here placed on the state 
of discovering unhealthy conditions. 
Forty-three states have licensing laws. 
Those of New York, New Jersey and 


Mary.and are known as investigation, 


end injunction laws. 

The effectiveness of blue sky laws 
depends absolutely on the vigilance, 
energy and intelligence of their admin- 
istrators. A weak law, wisely and 
energetically administered, is far more 
effect ve than a strong law that is 
feebly enforced or not enforced at all. 

In all state blue sky laws the teeth 
le ir the provisions for a discov- 
ery o? facts, a compulsory and super- 
vised discovery. Subpoena powers are 
grantzd the Security Commissioners 
with heavy penalties for perjury and 
disob2dience, and where the provisions 
are enforced and are publicly known to 
be erforced, only corporations which 
can present a good balance sheet and 
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only promoters whose records are pre- 
sentable seek capital witbin th 
states. Let me demonstrate how in 
New York the provisions for discovery 
of themselves have served to protect 
stock-holders. 


Toe Martin Act or New Yorx 


The City of New York is perhaps the 
financial capital of the world. Over 
5000 corporations a month are organ- 
ized in the State of New York. On 
some days over three million shares of 
stocks are traded in on the New York 
Stock Exchange. There are approxi- 
mately five thousand dealers in securi- 
ties registered in my state. Almost 
every large corporation in the country 
has its main office there. Thousands< 
of corporations locate their transfer 
offices there. Billions of dollars are 
loaned by the banks of New York 
on collateral consisting of corporate 
shares. The business of this entire 
nation is inextricably interwoven with 
the purchasing and selling and transfer 
of corporate securities in the City of 
New York. 

A license law restricting these trans- 
fers of securities in New York State 
preliminary to a thorough investiga- 
tion would choke business, not only in 
the state, but in the entire SENEN 
States. 

The Martin Act permits the free sale 
of any stocks or securities in the State 
of New York provided they are sold 
without any misrepresentation or con- 
cealment of their real nature. On the 
other hand, no security can be safely 
sold under the provisions of this act 
if its character is in any way misrep- 
resented. 

It has been estimated that over 
$1,700,000,000 is taken from the public 
annually by stock swindles. If this 
estimate includes fraudulent promo-. 
tions, watered stock, wash sales om 
rigged stock markets, fraudulent re- 
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organizations, bonds secured by mort- 

ages on over-appraised real estate, 
~ bucket shop operations and other forms 
of frenzied finance, then I say the 
estimate is over-modest. 


Over three-fourths of this loot, I ven- | 


ture to say, has been taken by trans- 
actions conducted in whole or part from 
the State of New York. The result of 
this is that to the average rural Ameri- 
can '*Wall Street” is synonymous with 
fraud and unjust and inequitable prac- 
tices. Yet the proportion.of unfair 
practices to the enormous volume of 
honest transactions is small. 
Nevertheless, the fact remains that 
fraucs and unfair and inequitable 
A practices in the sales of stock in the 
' State of New York were a public 
scandal and have earned the deep and 
abiding resentment of the public. 
Brokers and banking houses of at least 
respectable appearance have unloaded 
stock on the public at fancy prices 
based on inflated inventories, retaining 
enormous promotion profits secreted in 
items of good-will, patents and inven- 
tories. Manipulations of these stocks 
on the stock exchanges by means of 
pools, washing the sales back and 
forth at rising prices, have lured the 
public into purchases in the belief that 
«Merge profits would follow. Bucket 
- shops equipped with stock tickers, 
boards and mahogany furniture nested 
among the respectable addresses in 
every office building and reaped their 
harvest among the small wage-earners, 
encouraging gambling and speculation. 
ow mines and visionary oil wells 
bought for a song were capitalized at 
millions and sold by ex-convicts 
through apparently unbiased “tipster” 
papers which were in reality owned by 
the promoter. The entire mechanics 
of frenzied finance was in full opera- 
tion. 
+ The Martin Act is New York State's 
substitute for a blue sky law. As I 
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said before, it is not a license law. It 
gives the Attorney-General of the state 
power to issue subpoenas and examine 
under oath any corporation or indi- 
vidual and command the production of 
any book or paper. The scope of this 
examination is limited to practices in 
the sales of securities. Obviously, any 
matter, however, that relates to the 
business of the corporation, its manage- 
ment, its property, is material in un- 
covering innuendo, concealment and 
fraud. Such practites as are found to 
be fraudulent, unjust and mequitable 
may be enjoined by our Supreme Court 
in a suit by the Attorney-General. 

These injunctions do not absolutely 
prohibit sales of the offending stock. 
But as a condition of continuing they 
require corporations and promoters to 
make full disclosure of all facts and 
discontinue mis-statements and mis- 
representations of facts. They require 
brokers to reveal their interest in these 
transactions and disclose secret profits 
and to actually buy and keep on hand 
their customers’ stocks. In other 
words, these injunctions in the main 
force publicity of facts and true condi- 
tions on the theory that the investor or 
speculator is the person most compe- 
tent to buy without the advice of the 
state. Also the injunctions move 
against the individual actors, bringing 
home to them as individuals the moral 
and legal responsibility for the corpo- 
rate delinquency. 

The teeth of this statute is the power 
in the Attorney-General to compel full 
and prompt disclosure of corporations’ 
affairs. 

The Martin Act was originally en- 
acted in 1921 following the public out- 
cry against the bucket-shop scandals of 
Wall Street. The criminal laws as a 
remedy had completely collapsed, due 
to the difficulty of obtaining evidence, 
and the necessity of proving the offense 
within its strict statutory definition. 
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Define fraud and you advise the swin- 
dler hcw to circumvent. 


RESULTS OF ENFORCEMENT 


However, until 1928 there was no 
appropriation for the enforcement of 
the Martin Act. And from that date 
until January 1, 1925, it was but feebly 
admin stered. 

Commencing with January, 1925, 
howevzr, the present Attorney-General 
of the State of New York, Albert Ot- 
tinger, obtained an appropriation from 
the Legislature of $100,000 and com- 
mence] a vigorous enforcement of this 
law. ‘Questionnaires demanding com- 
plete information were broadcasted, 
not orly to corporations organized in 
this state, but to corporations with 
otlices out of the state. In two years 
over t2n thousand witnesses were ex- 
amined about the most confidential 
and dverse affairs of numerous cor- 
porations, banks, investment trusts, 
stock exchanges and brokerage houses. 
Attorrey-General Ottinger has not 
hesitated to place under his subpoena 
the employes and officers of the large 
public utility corporations, the city de- 
partments, the New York stock ex- 
changes, the Federal Reserve Bank, 
the larze real estate bond and mortgage 
companies, and many of the large 
stock exchange houses in the city. 
Proceeding on the theory that corpora- 
tions ere but cloaks under which indi- 
viduals act, we have invariably ignored 
the corporation and probed the actors. 

The result of this general inquisition 
has been apparent. A general house- 
cleanimg has ensued in the State of 
New York and an exodus of undesira- 
bles to Florida, Boston, Canada and 
New Jersey. 

Our bucket shops which have hereto- 
fore flourished like the bay tree have 
been almost completely eliminated. 
One large stock exchange and three or 
four small ones, and several commodity 


‘ exchanges have been either closed or 
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effectively regulated. Herds of con- ‘ 
fidence men, working through the rural 
districts, have been run out of the state. ^ 
The “Roaring Forties” (our Great 
White Way) are no longer distin- 
guished by crowds of high pressure 
stock salesmen. Unfair and unhealthy 
conditions in the real estate bond and 
mortgage houses are in process of vol- 
untary correction. Several large re- 
organizations have been supervised. 
The district attorneys and the police 
are constantly referring complaints to 
us. Yet, with all our examinations, the 
number of injunctions we have ob- 
tained have been relatively small, not 
over two hundred and fifty. 

From my observation this change of 
condition was brought about by our~: 
power to examine and discover. The 
ever-present threat of thorough ven- 
tilation, coupled with the announced 
determination of Attorney-General Ot- 
tinger to enforce the statute, has been 
a preventive just as effective as any 
actual injunctions to cease and desist. 

It is my observation that the average 
person is a law-abiding citizen. Any 
law that appeals to his conscience and 
has the backing of public opinion will 
be obeyed generally without any par- 
ticular threat of punishment. But a. 
Jaw that has no appeal to the con 
science of the average man and is not 
backed by public opinion will meet 
public resistance no matter how severe 
the penalties. 

A law merely designed to investigate 
corporations and publish information 
to satisfy public curiosity, even if con- 
stitutional, is odious. But any law 
that has for its object the prevention 
of frauds upon the publie will obtain, 
and has always obtained, the full 
measure of public support, and it is 
that support that enables government 
to enforce the law. The Martin Fraud 
Act is such a law. It has the full pub-4 
lic support and it is accomplishing its ` 


purpose. 


STATE REGULATION OF CORPORATIONS 


- 


p NATIONAL ASSOCIATION OF SECURITY 
COMMISSIONERS ` 


Frauds and unjust and inequitable 
practices in the sale of securities are 
not only intrastate, but they are often 
interstate. Thus, at the present time 
we have found a promoter or stock 
manipulator of a particularly evil repu- 
tation publishing and circulating a 
paper from the City of New York, a 
so-called tipster paper, in which the 
subscribers are brazenly advised to buy 
the stock of a copper mine in Idaho. 
Over 600,000 of these papers are 
mailed from New York City to sub- 
scribers all over the United States. 
The mine in Idaho is fallow and cost 
the promoter less than $10,000. Its 
stock is listed on the Boston curb 
market, where the prices have been 
washed from 50 cents to $5.00, giving 
the mine a capitalization of over 
$15,000,000. To expose this fraud in- 
vestigations are required in three 
states, New York, Idaho and Massa- 
chusetts. 

To meet situations like this the Se- 
curity Commissioners of the several 
states have voluntarily organized a 
National Association of Security Com- 
missioners, supported by appropria- 
tions from each of the member states. 
This association holds an annual con- 
vention and there formulates a policy 
of uniform principles and procedure, 
suggests legislation and considers mu- 
tual problems. A president and secre- 
tary are elected. During the year 
monthly bulletins are distributed of 
the proceedings pending before each 
Commissioner. The fullest co-opera- 
tion is secured among the members and 
each is thereby provided with the ma- 
chinery of the entire group of forty-five 
sovereign states, and of forty-five ex- 
perienced and capable executives. 

; In actual practice the utmost har- 
‘mony and co-operation is afforded by 
this association. Each learns by the 
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experience of the other. Local prob- 
lems are treated locally, while national 
and interstate problems are treated 
broadly. In the example I have just 
given, the State of Idaho is presenting 
me with full information and evidence 
of the Idaho mine, and the State of 
Massachusetts of the manipulations on 
the Boston Curb Market. New York 
is maintaining proceedings against the 
promoter to stop the fraud. 

Thus it seems to me that the control 
of corporations which are, after all, 
merely groups of the citizens of the 
several states endowed with certain 
privileges, may be safely left to the 
states that created these privileges, and 
that this control is more properly exer- 
cised by policing sales of securities than 
by state or stockholders’ interference 
with management. Perhaps in «some 
instances the frauds are not exposed 
and corrected with the vigor expected 
by the public, but that, it seems to me, 
is the fault of administration rather 
than with the laws. 

And as New York State is the source 
of a greater part of the public resent- 
ment, the responsibility is put up to 
the Attorney-General of that great 
state. As his deputy, charged by Mr. 
Ottinger with the responsibility of en- 
forcing that law, I therefore say, he 
assumes that great responsibility, we 
have no alibis to offer, the law is en- 
tirely adequate with slight amend- 
ments, and we propose to enforce it to 
the limit, to the end that fraudulent 
and unjust and unfair practices in 
stocks shall discontinue. This in- 
cludes the operations of any individuals 
whether done singly or with others, 
and whether done under the cloak of a 
corporation, partnership, stock ex- 
change, investment trust, bank or any 
form of human organization. And in 
expressing myself thus, I do so with 
the conviction that we have the organ- 
ized backing and co-operation of forty- 
five states of this nation. 
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Warm, Leonarp D. Px.D., Professor of 
Politizal Science. University of Chicago, 
Publiz Administration, p. ix, 495, New 
York The Macmillan Company, 1926. 
This dook presents a general picture of 

the organization, structure, methods, of 
activity and personnel of the executive 
branch of government. The author dis- 
claims any intention to describe special de- 
partmerts of administration nor does he 
seek to cover the administrative law of 
state or nation. 

The kook is intended rather to present a 
series of problems which arise in nearly all 
public edministrative work and to sketch 
some of the answers to these problems with- 
out dogmatic statement as to the merits of 
any. ‘These reservations necessarily make 
the boox a general one so that it is appro- 
priately called an Introduction. There are 
several chapters on the importance and 
relation. of administration to law-making 
and to the courts. The problem of cen- 
tralizatton is considered. The structure of 
administrative departments and the move- 
ment tc integrate the administration, that 
is, to bring its various isolated parts to- 
gether nto a comprehensive, responsible 
unity,—all these are stated as problems and 
their significance is clearly set forth. 

Special attention 1s given to the question 
of personnel. Two-fifths of the volume are 
devoted to this topic, covering the historical 
background, the problem of morale in the 
civil service, the methods of recruiting, the 
classification of employes and their salaries, 
efficiency records and promotion, discipline 
and removal, pension systems and unions of 
public employes. The book closes with a 
chapter on trends of modern administration 
which snould be read by every student in 
political science. 

In the following interesting paragraphs, 
the autor sets forth the substance of the 
preceding chapters: “These, then, are the 
. main lines of development: the steady 
growth of the merit system with its impli- 
cations of permanent employment and the 
provisicns of a career, the constant limita- 
tion of the unregulated authority of the 


local area, the rise of the principle of ad- 
ministrative supervision and unified leader- 
ship, the emergence of the specialist and the 
expert, the origin of significant economic 
and professional organizations of public 
employes, and the rise of scientific inquiry 
into problems of government and adminis- 
tration. Each of these movements seems 
likely to project itself into the future for 
decades yet to come.” 

The author’s style is clear and interest- 
ing. The choice of material is excellent and 
while there may be differences of opinion as 
to the proportions of the various topics, the 
general field is well covered. 

In a volume cf this size, intended only as 


an Introduction, one must not expect an” 


intensive study of problems requiring long 
continued research, The author has held 
to his plan of stating rather than solving 
questions. An example is his discussion of 
the growing centralization of our system. 
Professor White points out that “the rise 
and fall of the local area as the pivot of our 
administrative system runs through most of 
our history. The process is almost univer- 
sal, but is proczeding at different rates of 
speed in different parts of the country... . 
On a national scale the march toward 
Washington, which goes on without inter- 
ruption, is now stirring lively protests on 
behalf of state rights. . . . The economic 
interpenetratior of one part of the country 
with another, the amazing mobility of the 
population, the community of interest on a 
national scale in such matters as highways, 
health, labor supply, taxation, education, 
methods of communication, as well as the 
older communities of interest in such mat- 
ters as foreign affairs, the army and the 
navy, demand political and administrative 
organization to correspond with national 
needs.” 

As centralization increases and as ad- 
ministrative work becomes more complex, 
scientific and expert in nature—“how can a 
working connection be maintained between 
the official and the public? Lacking such a 
connection, the danger of mutual misunder- 
standing and misconception is great.” 
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" One could wish that the author had written 
a full chapter here. 

This problem which has been envisaged 
by many publicists is probably the greatest 
single question confronting the student of 
public inistration to-day. The lack of 
contact between the public and the ad- 
ministration is even more serious than the 
absence of such contact between the law- 
maker and the public. 

Can good administration be popularized 
or must it always have that flavor of 
Prussianism which our people so strongly 
resent? Can we make the administration 
of the law thorough and scientific and vet 
retain its human responsiveness and 
popular sympathy? 

There is urgent need of a whole series of 
scientific studies in this field of relations 
between Government and public. Some 
inquiries are already being prosecuted to 
ascertain the most feasible methods of main- 
taining contact between administrative 
bodies and business organizations, but the 
field as a whole is undeveloped and urgently 
calls for attention. 

Other problems which perhaps deserve 
more space than has been allotted to them 
are the administration of business enter- 
prises operated by Government, the partic- 
ipation of administrators in law-making, 
the possibilities of decentralizing Federal 
administration, etc. 

It may be hoped that the book will see 
several editions and that it will be expanded 
. to cover with greater fullness some of these 
f important subjects. 

James T. Youna. 


National Municipal League. The Meri 
Sustem tn Government, Pp. 170. New 
York: published by the National Munici- 
pal League, 1926. 

This report was worked out during 1924 
and 1925 by a conference committee rep- 
resenting the National Municipal League, 
the Governmental Research Conference, 
the National Civil Service Reform League, 
the National Assembly of Civil Service 
Commissions and the Bureau of Public 
Personnel Administration, and it is in- 
tended merely to give a definite statement 
b of the functions which a public personnel 
agency should exercise and of the results 
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which should be expected from their ade- 
quate performance. 

This restricted object limits the useful- 
ness of the book, which is still further 
diminished by differences of view among 
the members of the committee on some of 
the larger issues, notably on the preferred 
type of organization of the personnel 
agency. Here the committee limited itself 
to a bare statement of four possible types 
with arguments for and against each. 
May it not be, in view of the fact that such 
a distinguished committee failed to agree 
at this point, that something can be said 
for different types, any one of which may 
give reasonably good results? Put in 
other words, has not too much emphasis 
been placed in recent years on the form of 
organization and too little on the technique 
of the personnel agency? 

Much of the subject matter of the volume 
has appeared in other sources. The com- 
mittee worked without research assistance 
and was unable to conduct field studies to 
clarify points of disagreement. This must 
remain a source of regret to those who 
hoped to find new light on the problems 
involved. 

The book has nevertheless the distinct 
merit of presenting a simple statement of 
current thought about the elements of public 
personnel administration and of offer- 
ing a model civil service law (appendix 
8). In view of the host of pressing prob- 
lems which center about the subject, it 
must be a matter of regret that the com- 
mittee limited itself to a task which perhaps 
inevitably remains sufficiently barren. 

Leonard D. WEITE. 


Hunraa, Meru H. Outlines of Public 
Finance. Revised and Enlarged Edition. 
Pp. 588. Price, $8.25. New York: 
Harper and Brothers, 1926. 

This revision of the textbook which ap- 
peared first in 1921 gives every appearance 
of having been thoroughly and painstak- 
ingly done. Professor Hunter apparently 
ig not a member of that rather large group 
whose concept of revision is the insertion 
of new dates in the proper places with, 
perbaps, an occasional change in statistics. 
In this case there has been not only an 
inclusion of the latest statistics in order to 
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bring the numerous tables up to date, and 
the recognition of legislative changes, but 
in addit:on, a sincere attempt has been 
male to note broader developments and 
changes in policy during the five-year 
period. An example of this occurs in the 
recognition of administrative reorganiza- 
tion of state government as a factor tending 
to secure more efficiency in expenditure. 

Altho gh the general viewpoint and 
method of approach remain practically 
unaltered, there has been considerable re- 
arrangement in the order of treatment. 
At times this consists merely of changes of 
order w-thin a particular chapter, with 
frequent transfers of complete topics from 
one charter to another in order to secure a 
mare logical and orderly treatment. In 
many cases, however, entire chapters have 
been transposed. 

In addition, several new chapters have 
been adled by expanding certain topics 
that formerly appeared as parts of rather 
buky aad incohesive chapters. For ex- 
ample, the discussion of public lands and 
public enterprises as a source of public 
revenue has been omitted from the chapter 
on the development of public revenue, and 
is now, with the addition of material on 
governirent ownership, elevated to the 
dignity of a separate chapter. A similar 
change has been made with respect to 
excises, capitation and business taxes, 
which were formerly treated together. 
The first two have been elevated to the 
rank of separate chapters, while the third is 
now one of a group of three chapters on 
“Taxes on Business,” the other two being 
general corporation taxes, and taxes on 
special classes of corporations. New mate- 
riel app2aring in this group has to do with 
the sales tax, taxes on motor transporta- 
tion, automobile licenses, and the business 
license zs used in southern states. Again, 
the treatment of public debts has been 
divided into two parts, entitled “general” 
ard “administrative” considerations, with 
more emphasis on the purpose of borrowing, 
acd new material on serial bonds, capital 
levy, and the settlement of the European 
debts. The income tax has also been 
divided. into two parts, one on Federal, one 
on stat= systems, while the discussion of 
taxation now appears as two chapters—the 
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nature of taxation, and justice in taxation. 
Although no separation of the chapter has 
been made, discussion of the single tax has . 
been broadened to include taxes on mineral 
and forest lands, and the use of land taxes 
in foreign countries. 

As contrasted with six dante gecured 
simply by separating and amplifying 
topics formerly treated elsewhere, only one 
completely new chapter appears, that being 
entitled “Characteristics of a Good Fiscal 
System.” Mauch has been gained by separa- 
tion, however, as it makes possible a more 
logical order of treatment, as evidenced by 
the grouping of the chapters on taxes on 
commodities, ard it also tends to focus 
attention on subjects that were formerly 
apt to be ignored in the midst of other 
material. 

As previously indicated, there has been 
little change in viewpoint either in general 
or on particular points. Án exception 
occurs with respect to gift taxes. For- 
merly it was urged that gifts should be 
included in the category of inheritances for 
purposes of taxation, but in view of the 
administrative difficulties encountered by 
the Federal Government, this is now 
recognized as “extremely unsatisfactory.” 
On the whole, however, the general ap- 
proach remains unchanged. Those who 
formerly found the treatment unsatis- 
factory will doubtless find the new text 
equally so; those to whom it appealed will 
likely find the new edition much more 
teachable because of changes made. 

Cuaries P. Warre. 


HANFORD, A. CHESTER: Problems in Mu- 
nicipal Government. Pp. 457. Chicago: 
A. W. Shaw Company, 1928. 


“What is needed,” declares Author 
Hanford, referring to the teaching of munic- 
ipal government, “is a method of supple- 
menting the lectures, text-books, and other 
readings which will assist the student in 
obtaining a more thorough mastery of the 
subject, develop his power of analysis, 
teach him how to apply his knowledge to 
actual problems, and help him to make the 
subject his own.” 

Recognizing the need, Professor Hanford , 
has set out, leudably enough, to fill it. 4 
Problems in Municipal Government is his 
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contribution. “There have been gathered 

tozether in this volume almost one hundred 

problems, each of which covers an actual 

case which has recently arisen or is now 

pending in a particular American city,” he 
lains 


The student is given the facts in each 
case, followed by a series of questions in- 
tended to stimulate thought. Under the 
heading “Organization of the Police De- 
partment,” for example, the organization of 
Cincinnati’s police department prior to the 
Upson upheaval is set forth in detail. 
Footnote references to standard secondary 
works are included, and with these as a 
background the student is supposed to 
answer intelligently, or at least enthusias- 
tically, the following questions: “What 
features in the organization of the police 
department of Cincinnati do you consider 
worthy of praise? What defects do you 


find? What changes would you recom- 
mend?” Other topics are similarly 
treated. 


The table of contents follows rather 
closely the classification of city activities 
used by Munro in his Municipal Govern- 
ment and Administration. A number of 
subjects are inadequately treated. ‘Traffic 
regulation, one of the outstanding problems 
of every American city, is dismissed casu- 
ally with two brief problems headed 
“Parking Regulations” and “Establish- 
ment of Traffic Court.” City planning end 
public utility regulation are accorded but 
slightly better treatment. 

The volume covers a wide field, however, 
and must of necessity be concise. It is an 
interesting experiment in the application of 
specific problems to the study of general 
phenomena. Whether it will help the 
average student to “make the subject his 
own” is an open question. 

Austin F. MACDONALD. 


Mackay, RosrRųt A. The Unreformed 
Senate of Canada. Pp. xvi, 284. Lon- 
don: Oxford University Press, 1926. 

We have in this monograph on the 
Senate of the Dominion of Canada a work 
of unusual merit. The subject is of peren- 
nial interest across the lines and ought to be 


¡ of equal interest on this side, where many 


are asking if the states may not wisely fol- 
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low the provinces in the abolition of their 
upper houses. It is unthinkable that the 
Federal Senate of the United States can or 
should be abolished, however great our 
impatience with it at times, for it is pro- 
tected by a compact of the states in the 
Constitution. Our author asserts that 
Quebec sees in the Dominion Senate a 
potential guardian of provincial rights, that 
abolition is unthinkable to French Cana- 
dians, and that the Dominion, no less than 
the United States, is bound legally and 
morally by a compact. 

He shows, furthermore, that the United 
Provinees of Upper and Lower Canada 
found an elected upper house incompatible 
with the efficient working of the parlia- 
mentary system. Therefore the Dominion 
fathers substituted an appointed Senate 
which they intended to be not only a second 
house but secondary, though to a degree 
independent. One of the leaders of the 
period of federation predicted, however, 
that the system would prove to be an alter- 
nation of deadlock with single-chamber 
control. The detailed accounts with il- 
lustrative tables marshalled by Mr. Mackay 
seem in spite of his intention to mark the 
acuteness of the prediction, for only when 
the Senate is controlled by the party in 
opposition to the government does it be- 
come active in the rejection of measures 
presented by the government. Previous 
studies in Canadian affairs had convinced 
the reviewer of the utter uselessness of the 
Dominion Senate, which arouses itself 
from peaceful slumber only when the peo- 
ple in a general election have voted a change 
of policy to pronounce its veto upon the 
consummation of that policy in law, and 
which later in the course of years relaxes its 
opposition as its composition changes, 
finally subsiding into peaceful acquiescence 
again. But Mr. Mackay carefully reviews 
the outstanding measures rejected by the 
Senate, and maintains that then, if only 
then, the upper house performs its proper 
function, and registers the true and per- 
manent will of the people, as against active 
minorities which have imposed their views 
upon a spineless ministry. ‘The defense of 
the Senate is strongly pressed, but my own 
attitude to social legislation, measures for 
the promotion of temperance and the pro- 
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tection of labor, is too pronounced to agree 
with the suthor. For instance, he pictures 
the gray-haired lawyers of the Senate, 
zealous for the tried principles of the com- 
mon law, vetoing every one of a series of 
acts designed to raise the age of consent; 
my reading in Blackstone shows how in- 
adequate the old law of England was and in 
Stephens 120w the English Parliament raised 
the age o: consent in 1887 to a point these 
senatorial lawyers thought would be pro- 
motive cf immorality in' Canada. Mr. 
Mackay would prolong these occasional 
spasms o? obstruction till the disease be- 
comes endemic. 

, Another activity of the Senate, not so 
bitterly resented, is the amendment of 
measures coming up from the House of 
Common3. This as proved by the de- 
tailed ststements and illustrative tables is 
not intermittent but constant, rising no 
higher wien the two houses are in opposi- 
tion to each other than when they are in 
political accord. The leisurely body of 
experienced legislators here performs a func- 
tion of real value, especially in the protection 
of prope-ty, the symmetrical development 
of the lay and careful drafting. 

This monograph has several valuable 
suggesticns upon the functions which may 
, well be eonceded to the Senate. Just as 
now all divorce bills are first introduced in 
the Senate and the procedure is essentially 
judicial, so all private bills might be as- 
signed to the Senate. Now the Senate, 
like the House of Lords, gives admirable 
service in the consideration of such bills. 
Members of the lower house no doubt de- 
sire to introduce private bills and further 
their passage, but the procedure ought to 
be impersonal and judicial. At the pres- 
ent time the number of such bills intro- 
duced ir the Senate tends to increase, yet 
the greet majority are introduced in the 
lower hcuse. 

Non-contentious government bills al- 
most always make their first appearance in 
the lower house, introduced by heads of 
depart ents, for seldom is there more than 
a single Jepartment head in the Senate, and 
sometimes none at all. If every minister 
had the privilege of the floor in both houses 
it might often be convenient for ministers to 
introduee these non-partisan bills in the 
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Senate. Partisan bills occupy much gal - 


tention of the members of the House of’ 
Commons and non-partisan bills do not - 


have the prompt and adequate attention 
they would receive in the Senate if intro- 
duced there early in the session. 

Mr. Mackay proposes changes in the 
composition of the Senate, which, judging 
from somewhat similar provisions in other 
national upper houses, would greatly en- 
hance the utility and dignity of the Senate, 
without unduly increasing its independence. 
He proposes a Senate that shall not only 
represent the four sections of the country, 
but the various shades of political opinion. 
One-half of the Senators would be elected 
by the members of the House of Commons, 
one-third renewed at the beginning of each 
newly elected Parliament. The members 
from a section would elect their Senators by 
proportional representation from candi- 
dates with the qualification of previous 
election to the Senate, House of Commons, 
or provincial legislature. The remaining 
half of the Senate would be appointed by 
the government, renewed as in the case of 
elected members, part from tried adminis- 
trators from the several sections, and part 
nominated by various national associations. 
Thus functional representation and the 
valuable co-operation of trained adminis- 
trators would find recognition in the com- 
position of the Senate. 

Altogether the book is sane, well-docu- 
mented, and informing. 

CHARLES H. Maxson. 


Roamrs, Linpsay. The American Senate’ 
Pp. xii. 285. New York: Alfred A. 
Knopf. 1926. 


The author does not attempt in this brief 
volume on the Senate of the United States 
to write either & comprehensive history or 
a dispassionate analysis of the functioning 
of that venerable institution. He states in 
his preface that he expects to argue a point 
of view. His view is this: “The undemo- 
cratic, usurping Senate is the indispensable 
check and balance in the American system, 
and only complete freedom of debate per- 
mits it to play this róle.” The author feels 
very strongly that it would be clearly in- 


~ 


advisable to change the present rule of A 
freedom of debate in the Senate, since, in ` 
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‘if Opinion, senatorial investigations of the 
executive would become less numerous and 
less effective, if a Senate majority could act 

‘whenever it cared to act. 

The author devotes a comparatively 
small portion of his volume to the Senate as 
a legislative chamber. 
gressional Investigations,” ‘Presidential 
Propaganda and the Senate,” “Forum of 
the Nation and Critic of the Executive” are 
the subjects which chiefly engage the at- 
tention of the author. It is in the chapters 
dealing with these subjects that the author 
is at his best. In emphasizing the impor- 
tance of preserving inviolate the informing 
function of Congress, he brings forward an 
aspect of the closure controversy too long 
neglected and too frequently unnoticed. 
Herein lies the chief merit of the volume. 

M. L. Faust. 


Jenxmas, W. W. History of Economic 
Progress in the United States. Pp. xvi, 
822. Price, 85.00. New York: Thomas 
Crowell & Company. 

From time to time for almost a genera- 
tion we have been favored with various 

American economic histories. They bave 

increased considerably in size, but their 

general outline has remained strikingly 
similar, Chapters are devoted to agricul- 
ture, manufacturing, commerce and finance 
in the Colonial, eariy national, ante-bellum, 
post-bellum, and 20th century periods. 

This has given an unreality and statistical 

quality to our economic story, which does 

-its best to destroy the interest of students. 

‘There are few portions of history more 

striking or more significant than the prog- 

ress of our economic development, but to 
date no one seems to have grasped its poten- 
tialities as a vital possibility. Mr. Jen- 

nings’ book is the latest in the line. Itis a 

monument of patience and research, its 

scope is really tremendous. Its 748 pages 
of text, its statistical appendices and its 
bibliographies contain an arsenal of facts 
and figures which is staggering; not a word 
is wasted in attempting embellishment, the 
facts are there and nothing but the facts. 

But of the significance and interpretation of 

these facts all that is attempted is a strain 

of evangelism which finally bursts forth as 

"the writer views the 20th century and sees 


“Closure,” “Con- * 
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what he thinks is needed to save America. 
This volume will be an invaluable reference 
book and an indispensable aid to any one 
studying our economic history; for produc- 
ing this the author cannot be praised too 
highly, but the vital synthesized coherent 
story of one of the greatest episodes of 
economic history has yet to be written. 
Roy F. NicHo.s. 


Isp, Jonn. The United States Oil Policy. 
Pp. x, 547. Price, 87.50. New Haven: 
Yale University Press, 1926. 

The theme of this volume is conservation 
of petroleum. Professor Ise’s approach to 
the problem is historical and research 
rather than a philosophical one. This is, 
of course, proper, but it leads him into 
difficulties that make the book unreadable. 
Mingled with the text on every page are 
dozens of statistical items that soon pall and 
lose their significance. It was the author’s 
duty to collate and interpret these. 

An historical analysis of each of the 
major fields occupies one-third of the book 
and is well done, as is also the discussion of 
the public oil Jand problem. Chapters on 
the questions of substitutes and foreign 
supplies and on conclusions conclude the 
treatment. Copious references increase the 
value of the work. A. H. WILLIAMS. 


Resp, Haroro L. Principles of Corpora- 
tion Finance. Pp. 412. Boston: Hough- 
ton Mifflin Company, 1928. 

In this work the author has organized the 
materials of corporation finance in such a 
way that the student may “readily compre- 
hend the relationship of the different aspects 
of the subject.” His avowed plan is to 
follow through the life of the business 
corporation from its inception to its dis- 
solution. The work is divided into five 
parts, the first dealing with the financial 
problems of a new corporate enterprise, the 
second with current operations, the third 
with earnings, the fourth with corporate 
expansions and the fifth with failures and 
reorganizations. 

It is difficult to understand why the 
author begins his treatise with an extended 
discussion of no par value stock, overcapi- 
talization, bonus shares, assessible stock 
and other features of different classes of 
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stock b2fore analyzing the rôle played by 
the promoter and the steps necessary in 
forming a new business enterprise. Again, 
the logie of discussing the justification of 
‘the worx of the promoter before describing 
the functions which he performs may also 
be questioned. To enumerate the results 
of reorganization before giving a descrip- 
tion of methods of reorganization likewise 
appears to be putting the cart before the 
hcrse. 

The lack of concrete illustrative materials 
ard of substantiating evidence to support 
tbe mary general observations seems to the 
reviewer to be an outstanding weakness of 
the treztise. It is doubtful whether such 
generalizations as the following could be 
«corrobozated by available data: “Those 
who assume the risk of shareholders will 
‘demanc, as compensation, a share in con- 
trol” (p. 810). “Ordinarily the new issue 
‘wll be for as many shares as are already 
outstanding” (p. 816). “At any rate, 
avallab e evidence seems to indicate that 
monopcly powers possess far greater op- 
portunities in the case of investment than 
in the case of commercial banking” (p. $88). 
‘Many such sweeping statements as these, 
unsupported by any corroborating evi- 
dence, might be cited. 

-In an advanced treatise, such as this 
work purports to be, a more detailed 
analysis of many phases of corporate 
‘financirg would also be desirable. Main- 
tenance, betterments, depreciation financ- 
‘Ing, uoderwriting syndicates, corporate 
leases, equipment trust certificates, re- 
organization of capital account, reorgani- 
zation by court order and similar topics are 
either cmitted from the discussion entirely 
or receive only very inadequate treatment. 

In spite of these and similar weaknesses, 
- however, the book may be profitably read 
by the student of corporation finance, be- 
cause Cf the many stimulating suggestions 
which št contains. Karu ScHOLZ. 


Resp, Thomas H. Professor of Munici- 
pal Government in the University of 
Michigan. Municipal Government in the 
Uniizd States. Pp. 868. New York: 
The Century Company, 1926. 

Professor Reed’s book constitutes a 
valuable and useful addition to the Century 

Political Science Series. The chapters 
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dealing with the historical development of. 
municipal institutions in the United States 
are so admirably conceived and executed 
that one cannot fail to hope that Professor 
Reed will not abandon his early enthusiasm 
for the writing of a history of municipal | 


' government that will be, to use his own 


phrase, “comprehensive and definitive.” 
Equally commendable are the simplicity, 
precision and clarity of the chapters de- 
scribing the legal position of the city in the 
United States, 

Unfortunately one cannot manifest a 
similar degree of enthusiasm for some of the 
later chapters of the book. Chapter 
XVII, entitled “The Perfection of Ad- 
ministration,’ may be mentioned in partic- 
war. By comparison with other portions 
of the book this chapter is so superficial and 
fragmentary as to impress one as being 
scarcely more than an afterthought. \ 

One who writes in the field of municipal 
‘government must deal with a larger and 


‘more varied mass of minute fact material 


than is to be encountered in any other 
division of palitical science, and hence 


finds it extremely difficult to escape the 


charge of inaccuracy. It is therefore very 


‘greatly to Professor Reed’s credit that the 


inaccuracies which appear in his book are 
-so few and of such slight importance. 

As to the suitability of this book for use 
a8 an undergraduate text-book opinions are 
bound to differ. From the standpoint of 
the reviewer it would serve this purpose 
better if it dealt more with the functional 
and operative side of city government than ~! 
with the historical and legal aspects. A 

CHESTER H. Maxny. 


CoLLins, CHuALLES W. The Branch Bank 
Question. Pp. xi, 182. Price, 81.75. 
New York: The Macmillan Company, 
1926. 

Mr. Collins has presented, in this well. 
written book, a carefully worked out his- 
tory of the branch banking controversy in 
America, especially in its political and 
legislative aspects. The story has been 
brought down to December, 1925, since 
which time little of significance has hap- 
‘pened to the question, so that the account 
is still fairly up-to-date. [ 

The facts are, briefly, that twenty-eight* 
states do not allow any form of branch 


` BooK DEPARTMENT 


“banking. while twenty states permit branch 
banking, in some cases city-wide and in 
others state-wide, to state chartered banks. 
In the branch banking states national 
banks are being subjected to a competition 
which is proving too strong for many of 
them. To their aid have come several 
rulings of the Comptroller of the Currency 
permitting national banks in certain cities 
to open branch “offices” in the same city in 
which the bank is located. This informal 
arrangement does not seem to meet the 
situation entirely, especially in states like 
California which permit state-wide branch 
banking to state banks. Accordingly the 
McFadden Bill, giving limited branch 
banking powers to national banks in states 
in which state banks have such powers and 
curtailing to some extent Federal Reserve 
membership to state banks practising ex- 
tensive branch banking, has been battling 
its way in the past two Congresses. The 
bill seems to have a decisive majority in 
favor of its main features, but encounters 
serious disagreement over details, especially 
whether or not the Federal Reserve System 
is to be open in the future to banks operat- 
ing state-wide branches. 


While the author discusses ably the legal. 


and political turns, one misses a thorough- 
going analysis of the economic issues—in- 
volved issues — which will ultimately decide 
the legal and political outcome. We look 
in vain for a discussion of branch banking’s 
advantages and disadvantages to borrowers 
and depositors, the advisibility of having 
Abe community’s banking resources con- 
trolled by absentees, the effect of branch 
banking on interest rates, and the tendency 


toward the parallel development of large-- 


scale industry and finance. 

The work is, however, as far as it goes, a 
valuable treatise and forms a welcome addi- 
tion to the literature of banking. 

ALBERT S. KuisTeEr. 


ForrsTER, RoBrer F., and Drerez, Ersin 
H. Employee Stock Ownership in the 
United States. Pp. vii, 174. Price, 
$1.50. Pub. by the Industrial Relations 
Section, Princeton University, 1926. 


This treatise is an inquiry into the nature, 


gf upward of three hundred employee 
stock ownership plans, as well as a discus- 
sion of the general questions raised by the 
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provisions of these various plans.‘ The 
authors make no attempt to evaluate the 
relative merits of the plans'studied, nor do 
they set forth what may be termed a model 
employee stock ownership plan. In their 
opinion the time is not yet ripe for a 
“succient statement of the principles to be 
observed in constructing such a plan.” 
The appendix contains a summary of the 
provisions of the plans examined, together 
with the dates of their inauguration, and 
wherever possible, the extent to which 
employees have accepted the offers to par- 
ticipate in stock ownership. 

The treatise, in general, appears to lack 
that scientific precision of phraseology 
which one should like to find in an objective, 
factual analysis of materials. Expressions 
such as “sometimes,” “in many instances,” 
“usually,” “generally,” “in a few in- 
stances,” and the like convey‘ no precise 
idea of the relative importance of the 
specific provisions discussed. Attention 
might also be called to the error in the use 
of the expression “treasury shares” on page 
71. The authors make the statement 
“Whether treasury shares are sold or shares 
previously outstanding and bought by the 
company in the open market, no direct, 
profit accrues to the company from their 
sale,” The inference here is that treasury 
shares consist of authorized but unissued 
shares, which have not been outstanding 
previously. This is contrary to the ac- 
cepted usage of the expression “treasury 
shares.” 

These minor adverse criticisms, however, 
can scarcely detract from the merits of ‘an 
otherwise valuable and timely presentation 
of a subject which appears to be attracting. 
ever wider attention among financiers and 
industrial managers. 

Karu ScHorg. 


HukeroLD, Liorp D. Advertising Copy— 
Principles and Practice. Pp. xiv, 525. 
Price, $6.00. Chicago and New York: 
A. W. Shaw Company. 

In this book Professor Herrold treats one, 
of the technical phases of advertising in a 
new way. He develops the idea that copy 
should be considered not as an independent 
and unrelated unit but as an integral part 
of a complete advertising campaign. We 
are, therefore, shown the necessity for, 
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complet analysis and thorough unification 
of the elements of copy with the sales 
functior and its relation to the finished 
campaign. 

The text is concerned with writing copy 
for paricular media. In this respect a 
method is used which involves an analysis 
of the medium, the type of copy to be used 
and the reasons for that use. This is a new 
procedure and differentiates the book from 
otaers m the immediate field. The pay- 
chological aspects as set forth in the 
chapter concerning the appeals to be 
selected for a campaign is descriptive 
rather than creative in its approach. 

There are many illustrations and much 
specific data with which the theorist may 
work. ‘This is particularly valuable for the 
teachers who have deplored the scarcity of 
factual campaign material. On the other 
hand those in the practical field see com- 
ments tpon their own handiwork from the 
point o view of the analyst. The chapter 
upon “The Analysis Preceding the Writing 
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social agencies of New York City.” Itisa 
stark piece of work well done. There is an 
excellent table of contents, a complete 
bibliography, tables intelligible to the lay- 
man, a brief history of society and the 
unmarried mother in general and of the 
Negro unmarried mother in particular. 
The student of social problems or of 
history should welcome as invaluable data 
Miss Reed’s compact study. It is a 
crowded volume and shows a few effects of 
its abbreviation, but it is remarkable for its 
judicial treatment of an opinionated 
subject. Columbia University Press has 
indeed with this volume added to its col- 
lection admirable data for future studies for 
comparison. Miss Reed points out, how- 
ever, that there exists no such data or 
material for other groups in this country. 
Sabia MossELL ALEXANDER. 


WEBER, Gustavus A. The Hydrographic 
Office—tIts History, Activities and Organi- 
gations. No. 42. Pp. xii, 112. Price, 
$1.00. United States Service Mono- 


of Copy ” can be used by all those interested ~~ ag Institute for Government Re- 


in research method, for it effectively out- 
lines the actual procedure employed by 
researc departments in advertising agen- 
cies before the copy is prepared. 

Altheugh copy was effectively treated in 
Professor Herrold’s former book, a distinct 
contribution has been made in this volume 
by reason of its completeness. 

J. Rosset DoUBMAN. 


Rep, Rura. Negro Illegitimacy in New 
York City. Pp. 184. Price, $2.25. New 
York: Columbia University Press, 1926. 
The appearance of this brochure (No. 277 

of the Studies in History, Economics and 

Public Law edited by the Faculty of Polit- 

ical Science of Columbia University) upon 

a controversial phase of the Negro question 

will be.greatly valued by those interested in 

a scientific study of this problem. 

Wita but five hundred cases—the sum 
total available—Miss Reed has made a 
thorough scholarly and sympathetic study 
of this unconventional condition among 
Negro women of New York. She has 
given us “an analysis of the chief facts in 
the personal and environmental history of 
a group of unmarried Negro mothers who 
have et one time or another during the past 
five years come to the attention of the 
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search. Baltimore, Md.: The Johns 
Hopkins Press. 

Smita, DARRELL Hnvenor. The Bureau 
of Naturalization, Its History, Activities 
and Organization. No. 48. Pp. xu, 108. 
Price, 81.00. 


Toser, James A. The National Govern- 
ment and Public Health. Pp. xvii, 425. 
Price, $3.00. 

Hont, Euwapera PINNET. Arthuri 
Young, on Indusiry and Economies. Pp. 
188. Bryn Mawr, Fa., 1926. 


Furr, Linnian EstmiLe. Viceregal Ad- 
ministration in the Spanish American 
Colonies. Pp. x, 897. Berkeley, Cali- 
fornia: University of California Press, 
1926. 

Where to Turn. Pp. 44, Price, 25 cents. 
Philadelphia: Public Charities Associa- 
tion, Publication No. 1, 1926. 

The first distribution ‘of an attractive 
handbook, entitled Where to Turn is just 
being made by the Welfare Information 
Bureau of the Public Charities Association 
of Pennsylvania. The pamphlet briefly de- 
scribes the various types of welfare activities 
and gives a concise directory of national, ' 
state and local social service agencies. 
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EDITOR'S FOREWORD 


THis volume on Modern Insurance 
Tendencies is a successor to the volume 
on Modern Insurance Problems pub- 
lished by the American Academy ten 
years ago in March, 1917. That 
volume sought to record the outstand- 
ing changes and tendencies of the 
preceding ten to twenty years and en- 
joved a wide circulation. The present 
volume aims to accomplish the same 
general purpose for the ten years that 
have followed. In fact, it was the 
continued demand for the first volume, 
even after such considerable lapse of 
time, that suggested the desirability of 
issuing a new and up-to-date volume on 
the same theme. 

The changes wrought within the 
field of insurance during the past ten 
years have been numerous and impor- 
tant. Of outstanding significance is 
the remarkable increase in the volume 
of insurance as regards each of the 
three major types of underwriting, 
namely, life, property and casualty 
insurance. Durmg 1925 American 
life insurance companies collected in 
premiums nearly $2,384,000,000, casu- 
alty companies operating in the United 

- States $777,000,000, and property in- 
surance companies of all kinds operating 
in the State of New York nearly $1,787,- 
000,000, or a total of nearly five billion 
dollars ($4,948,000,000). Compared 
with the premium income of 1915, the 
1925 figures indicate a decennial growth 
of 204 per cent for life insurance, 102 
per cent for fire, marine and the other 
forms of property insurance, and 885 per 
cent for the various forms of casualty 
insurance. If to the preceding total 
there be added (1) the cost of insurance 
protection granted by the numerous 
property insurers not licensed to do 

* business in New York, the numerous 


municipal, state and Federal insur- 
ance funds along many lines, the many 
mutual aid societies and fraternal 
orders, and the large number of self. 
insurance funds along fire, marine, 
life, compensation and pension lines, 
and (2) the cost of the large volume of 
American insurance placed directly 
with unauthorized foreign insurers, the 
conclusion would seem to be justified 
that the American public is now con- 
tributing annually in the neighborhood 


‘of $6,000,000,000 for insurance protec- 


tion. Moreover, insurance companies 
in the United States now hold assets 
equal to about one dollar out of every 
twenty-five dollars of the nation’s 
total wealth. A business of such 
magnitude naturally undergoes numer- 
ous changes in operating methods or 
types of service rendered, and is bg und 
to face many problems of a frei g 
nature. The larger portion of 
present volume is devoted to the 
discussion of such changes and prob- 
lems. 

Another notable tendency during the 
past decade has been the remarkable 
growth and transformation of some of 
the newer fields of insurance. Particu- 
lar mention should be made of auto- 
mobile insurance, “use and occupancy ” 

r “business interruption” insurance, 
and the various forms of weather in- 
surance. ‘The first has grown from 
insignificant proportions ten years ago 
to a premium income of about $350,- 
000,000, and is confronted today with 
widespread agitation for compulsory 
coverage through legislative enactment. 
Business interruption insurance—pro- 
tection against loss of profits and un- 
avoidable overhead and fixed charges 
through the temporary or total inter- 
ruption of business through fire or 


vi 


some other hazard—is probably the 
most discussed subject in the field of 
property insurance at the present 
time. Its mission is so far-reaching 
econorcically that it is bound ultimately 
to beccme one of the most important 
types of coverages. In fact, its growth 
has been described “‘as knowing no 
limit other than the limit upon the 
income-producing ability of physical 
property.” Crop insurance against 
the acverse forces of nature,—hail, 
frost, s.orm, drought, excess rain, plant 
disease etc.,—is also commanding 
serious investigation and experimen- 
tation n many quarters. It is of tre- 
mendous importance to the agricul- 
tural community, and has had the 
economic consideration of Congress in 
recent years. Five of the volume’s 
articles, it should be stated, are devoted 
to a discussion of the newer types of 
coverage that are looming large in the 
public 2stimation. 

To gn ever-increasing extent insur- 
ance service is also being directed 
towards the prevention of loss in the 
first instance. Formerly, the function 
of insurance was regarded primarily as 
“risk searing,” whereas today the 
emphasis is more and more upon “risk 
prevention.” The latter function is 
distincily gaining in importance as 
comparéd with indemnity. Preven- 
tion of loss in the first instance with 
respect to human life and property 
values is real insurance—probably the 
most important insurance activity of 
all—and from both the business and 
social standpoints should always take a 
place a.ongside of indemnity. As time 
passes, a larger and larger proportion of 
the premium income of insurers along 
all lines should be devoted in the in- 
terest of loss prevention. Practically 
all types of property and casualty 
insurers—fire, marine, bonding, com- 
pensation, steam boiler, credit, title, 
etc.,—zre recognizing the service of 
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loss prevention and their natural 
obligation and fitness to handle the 
matter. More recently the same idea 
has also been assumed on a much larger 
scale by life insurance carriers, with a 
view to performing the same creative 
function in the conservation of the life 
value that property insurers perform 
with reference to property values. 
Not only is there a rapid extension of 
periodic medical examinations to 
policyholders, but the thought is being 
extended even to the surveying and 
rating of entire communities from a 
health standpoint. The service is 
beneficial to all parties concerned—the 
underwriting company, the insured, 
the beneficiary, and most of all society 
as a whole. Owing to the importance 
of the tendency, three articles are 
devoted to a discussion of the subject 
from the standpoints, respectively, of 
life, property and casualty msurance. 
Lastly, attention should be called to 
the impressive way in which insurance 
has been recognized by American 
universities and colleges during the 


E 
; 
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past decade as an integral part of their ' 


educational program. At the same 
time numerous company and agency 
courses of study have also been started 
with a view to educating the vast field 
force that serves as the principal con- 
necting link between the insuring 
public and the home offices. At least 
seventy-one universities and colleges 
are now offering separate courses in 
insurance. About half of these first 
adopted such instruction in 1920 or 
thereafter, absout three-fifths since 
1918, and about three-fourths since 
1915. Thirty-nine of the aforemen- 
tioned institutions have extended their 
instruction so as to devote separate 
courses to one or more of the major 
divisions of insurance, thirty-eight 
offering a course in life insurance, 
thirty-five in property insurance, and 
nine in casualty insurance. Ás a 


kas 
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further development, mention should 
be made of the fact that nine institu- 
tions of higher learning require an 
insurance course for all of their stu- 
dents in business, that one additional 
university proposes to adopt the same 
plan in the near future, that three more, 
although not requiring the course, 
nevertheless strongly recommend the 


same to all their students in business 
subjects, and that four require such 
instruction of all students specializing 
in financial subjects. Such progress is 
indicative of the increasingly high 
regard for insurance as an institution 
designed to promote individual and 
social welfare. 
S. S. HUEBNER. 


The Róle of the Life Insurance Company in Health 
Conservation Programs 


By Len K. FrawxuL, Pu.D. 
Second Vice-President, Metropolitan Life Insurance Company 


HE goal of the ‘life insurance 


company today is to bring to. 


fruition the promise of the Psalmist,— 
“The years of our life are three score 
years and ten.” ‘The health activities 
of insurance companies may prove to 
be one of the causes which will bring to 
pass his further statement, “And if by 
reason of strength they are fourscore 
years!” From the viewpoint of so- 
ciety, Do purpose could be more impor- 
tant than prolonging life; from the 
standpoint of insurance companies, 
none could be more economically 


sound. Because this problem of life \ 


conservation is so significant, 1t may 
prove interesting to record the progress 
which has been made in the last decade 
and to outline possible future develop- 
ments. In a paper appearing in this 
publication in March, 1917,* I gave the 
reasons which made health conserva- 
tion, community social work of the 
utmost value and good insurance 
practice. All that 1 said, then, holds 
‘equally true today. 

Twenty years ago, except for the 
requirement of physical examination 
designed to select suitable risks, insur- 
ance companies paid little attention 
to the health of policyholders. Now 
many activities are undertaken un- 
dreamt of a decade ago. Periodic 
health examinations of apparently well 
persons is being popularized; the atten- 
tion of the man on the street is being 
directed to the rules of hygienic living; 


1 Lee K., Frankel:-—“ Conservation of Life By 
Life Insurance. Companies,” The Annals of the 
"American Academy of Political and Social 
Science, Volume LXX, March, 1917. 


public health work has made notable 
progress; sanitary regulations are well 
enforced—water and milk supplies on 
the whole are adequately safeguarded. 
Diseases about which we know the 
origin and methods of treatment are 
well under control. To secure these 
results insurance companies have 
heartily co-operated. 


PREVENTIVE MEASURES 


Realizing the preventability of dis- 
ease and the savings which might 
accrue from health education, life 
insurance companies, both here and 
abroad, have embarked upon ambitious 
health conservation campaigns. It is 
difficult to conceive of a more promising 
program, especially if, as has been 
estimated, from one-third to one-half 
of the deaths occurring annually may 
be prevented or at least materially 
postponed. 

One of the most useful disease pre- 
ventive measures is periodic health 
examination. Many insurance com- 
panies are now offering it to policy- 
holders. This constructive activity 
may add five years to the life expecta- 
tion of the average person between 
the ages of forty-five and fifty. The 
Metropolitan Life Insurance Company 
was among the first to offer this service. 
In 1914, it authorized the Life Exten- 
sion Institute to examine certain classes 
of policyholders in its Ordinary Depart- 
ment. Up to 1926, 228,500 examina- 
tions had been made. 

Other insurance companies followed 
suit—forty-two insurance companies 
are now using the facilities of the Life 
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Extension Institute. Among them are 
the Guardian Life, the Penn Mutual, 
the Western and Southern, etc.; like- 
wise many smaller ones. Companies 
granting this privilege are found in 
all parts of the country—in Kansas, 
Mlinois, California, North Dakota, 
Arkansas and in Canada. A number 
of companies, including the National 
Life and Accident of Nashville, the 
Alabama National, and the Southland 
Life of Dallas are using other facilities 
of the Life Extension Institute and are 
broadcasting and publishing material 
supplied by the Institute. The John 
Hancock Mutual Life Insurance Com- 
peny, the Provident Mutual and the 
Equitable of New York give free 
examinations through their medical 
examiners. The Missouri State Life 
hes announced that it will offer free 
health tests to policyholders, irrespec- 
tive of the amount or plan of policy. 

The Metropolitan Life Insurance 
Company has carefully analyzed its 
experience with the Life Extension 
Institute. The histories of 6000 indi- 
viduals examined during the first years 
and their progress to July, 1924, were 
studied. There was a saving of eight- 
een per cent in the expected mortality. 
The greatest saving in mortality oc- 
curred at the ages |between forty and 
sixty. Marked reduction in mortality 
was found among those suffering from 
fairly serious impairments. About 
1400 mdividuals had disabilities so 
grave that they would have been 
rejected for most forms of insurance. 
Nevertheless, this group gave a ratio of 
actual to expected mortality of only 
eighty-two per cent of the American 
Men Table. Apparently these policy- 
holders had profited by medical advice 
——n no other way could this favorable 
showing be explained. 

Equally promising is the extension of 
nursing service to sick and disabled 
policyholders. The Metropolitan in- 


stituted nursing service for industrial 
policyholders in 1909. Recently the 
John Hancock Mutual Life Insurance 
Company organized a similar service. 
The West Coast Life Insurance Com- 
pany, the Aetna, and the Travelers’ 
offer nursing privileges to group policy- 
holders. 

Publication of health literature is 
another important activity of insurance 
companies. The kinds of health book- 
lets issued are too varied to enumer- 
ate. The Metropolitan has published 
a fairly complete elementary health 
library of more than one hundred 
pamphlets. Very striking is the work 
of the Travelers’ Insurance Company 
along safety engineering lines. It 
publishes a monthly bulletin devoted: 
to safety—its theory and practice. 
The Prudential, the Connecticut Gen- 
eral, the New York Life Insurance 
Company, the Guardian, the North- 
western Mutual, and the Equitable 
Life Assurance Society, issue health 
literature. The National Reserve Life 
of Topeka employs a professor of 
physical training to prepare bulletins 
on. keeping fit. 


GENERALIZING HEALTH PROPAGANDA 


The health propaganda of insurance 
companies is utilizing the facilities 
of modern civilization—radio, maga- 
zine and newspaper publicity, nursing 
service, health exhibits, research bu- 
reaus, the refinement of statistical 
methods, the public school system, and 
motion picture films. The Metropoli- 
tan Life Insurance Company conducts 
a daily gym class over the radio. 
More than 200,000 letters were received 
in the first year and a half requesting 
exercise charts. The Southland Life 
Insurance Company of Dallas has been 
broadcasting daily exercises since 1925. 
The Company estimates that 30,000 


' 


people are doing “the daily dozen” 


under its direction. The Union Cen- 
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tral Life Insurance Company of 
' Cincinnati, Ohio, is broadcasting a 
health program Sunday evenings. The 
Travelers’ Insurance Company of 
Hartford, Connecticut, has its own 
broadcasting station. Included in its 
general radio program are talks on 
health subjects, safety lectures and 
material suitable for school children. 
Two companies have prepared mo- 
tion picture films on diphtheria. The 
John Hancock Mutual Life Insurance 
Company’s film depicts the dangers of 
diphtheria and the method of protectian 
through toxin-antitoxin. The Metro- 
politan Life Insurance Company has a 
historical film, “New Ways for Old,” 
which contrasts the treatment of 
diphtheria in 1860 with the modern 
preventive methods of today. The 
Metropolitan has two other films—one, 
“Working for Dear Life,” which shows 
the benefits to be derived through 
periodic physical examinations; an- 
other, “One Scar or Many,” deals with 
smallpox. Over seven and a half 
million people have seen these films. A 
film dealing with the dangers of over- 
weight is in preparation. The Pruden- 
tial Life Insurance Company has health 
slides which are suitable for distribu- 
tion in schools. Some of the casualty 
ean ak have safety and fire preven- 
ion films. The Modern Woodmen of 
America, a fraternal organization, has 
made a two-reel film, “The Man Who 
Came Back,” showing the tuberculosis 
prevention work and picturing the 
tuberculosis sanatorium maintained by 
the organization. 
Fraternal insurance organizations 
have become interested in health 
service work. The National Fraternal 
Congress composed of sixty-seven fra- 
ternal associations with a membership 
of 11,000,000 has recently undertaken 
an active health educational program. 
elt has a committee on health conserva- 
tion to prepare health literature and 


health articles for fraternal magazines. 
Certain fraternal benefit societies con- 
duct hospitals and sanatoria. The 
Woman’s Benefit Association maintains 
forty health centers in various cities 
where members may receive free exam- 
ination, advice and medical care. 
Traveling physicians make health ex- 
aminations; there is a free nursing 
service for sick members, and summer 
camps for recreation. The National 
Fraternal Congress is donsidering giv- 
ing periodic health examinations to its 
members. 


Heraut Worx or FOREIGN COMPANIES 


Foreign insurance companies are 
evincing interest in health educational 
work. The Wesleyan and General 
Assurance Company of Birmingham, 
England, has established a Health 
Service Bureau and is issuing pam- 
phlets on health subjects, The Mutual 
Property Insurance Company, Ltd., 
after a study of American methods has 
established a nursing service and has 
issued health pamphlets. The General 
Assurance Society of England and 
other British companies are working 
along similar lines. Two Australian 
companies have established health con- 
servation and nursing services. The 
insurance department of the Japanese 
post office has engaged in active health 
propaganda. The Nippon Life Assur- 
ance Company has established a Social 
Welfare Foundation to commemorate 
the wedding of the ruling monarchs. 
The company has organized activities 
to promote public health and hygiene 
and in particular, to combat tubercu- 
losis. It provides care for children and 
nursing mothers. It distributes health 
literature, organizes lectures and health 
exhibits and other health activities. 
The company has established a free 
Consultation Bureau which makes 
examinations and gives treatments, 
This is one of the most far-reaching 
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foreigr. health programs. 
follows American methods. 


It closely 


HEALE Work or THE METROPOLITAN 


As en illustration of the health work 
of inscrance companies, I shall briefly 
detail -he activities of the Metropolitan 
Life :nsurance Company. In 1909 
in anmouncing the organization of a 
“Welfare Division,” the company 
stated that “insurance, not merely as a 
business proposition, but as a social 
progrem, will be the future policy of 
the ccmpany.” It was believed that 
sickness and death could be appreciably 
reduced by a continuous campaign of 
educaiion in personal hygiene; that 
policyaolders' could be interested to 
participate actively in community 
health work and civic betterment; that 
insurance agents could be of value in 
spreacing the message of health; that 
co-operation could be extended to 
health officials and welfare organiza- 
tions to facilitate their work; that 
constructive health legislation and 
more adequate appropriations for 
health work could be secured. 

A large number of policyholders were 
workiagmen and their families. Their 
mortaity was materially higher than 
that o? the population. A special table 
of mo-tality known as “The Industrial 
Table” was used for this group. As 
late a3 1911, the death rate was 12.5 
per cent as compared with a rate of 
10.1 p=r cent in the general population. 
The greater mortality contributed to 
the relatively higher cost of industrial 
insurance. The health campaign to- 
day eaches more than 28,000,000 
people—one-fifth of the entire popula- 
tion of the United States and Canada. 

The health literature issued by the 
company interprets scientific medicine 
in rezdily understandable terms. A 
series of more than 100 pamphlets 
deals with diseases, such as cancer, 
measl2s, whooping cough, diphtheria, 


etc.,—their symptoms and treatment. 
The need of trained medical advice is 
stressed. Other booklets deal with 
first aid, accidents, rules of hygiene, 
the care of the baby and the young 
child, the health of the worker, mental 
hygiene and so on. In 1926, for ex- 
ample, 44,247,526 pieces of literature 
were distributed, bringing the total to 
over 420 million. A quarterly health 
magazine has a circulation of more than 
5 million copies. 

A visiting nurse service was estab- 
lished in 1909. Nursing service is now 
available in over 4000 communities in 
the United States and Canada. Nearly 
80 million visits have been paid—of 
these, 3,188,417 visits were made to 
633,789 patients in 1926. In 1909, 
visiting nursing was intended largely 
for the poor. The Metropolitan has 
extended the scope of health nursing 
by making it available to self-sup- 
porting and economically independent 
persons. Public health nursing has 
been popularized. The middle classes, 
as well as the poverty-striken, call upon 
the public health nurse. Scholarships 
for additional professional training in 
public health problems have been 
granted to nurses. Nursing institutes 
under the direction of competent. 
supervisors have been organized. The) 
Company in co-operation with the 
University of Montreal, the Provincial 
and local health departments and the 
Anti-tuberculosis League, is conducting 
a training center for the education of 
French-speaking nurses. 

In addition to literature and nursing, 
other efforts have been made to educate 
policyholders in personal hygiene. A 
Health and Happiness League was 
organized for juvenile policyholders. 
Sanitary drinking cups and patterns 
for making drinking cups have been 
distributed. Co-operation has been 
given in campaigns for clean-up weeks,, 
street safety, recreation, and child 
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welfare. A series of traveling health 

' exhibits have been distributed. Noth- 
ing has been more significant than the 
continuous efforts which have been 
made to show policyholders insured in 
the Industrial Department their re- 
sponsibilities as citizens. Special at- 
tention has been paid to foreign-born 
policyholders and those of foreign 
parentage. Literature has been trans- 
lated into their mother tongue. 
Classes in English have been organized. 
Agents have encouraged them to apply 
for citizenship. Practical advice and 
service regarding immigration laws 
have been given to policyholders having 
relatives coming to the United States. 

- A field staff of almost 25,000 agents 
and managers has been taught to be 
messengers of health. A special corre- 
spondence course and periodical meet- 
ings have developed this viewpoint. 
Agents are instrumental in securing 
better health and living conditions in 
their communities. They have made 
close contacts with Health Depart- 
ments and assisted Health Officers 
in obtaining increased appropriations. 
They have co-operated in special 
campaigns for typhoid inoculation, 
toxin-antitoxin immunization, etc., and 
have persuaded many parents thus 

¡to protect their children. With the 
slogan, “No More Diphtheria in 1930,” 
a special drive to eradicate diphtheria 
in New York State is being conducted. 
Special literature has been distributed 
to policyholders during epidemics. 
Through the aid of agents, a model milk 
ordinance, advocated by the United 
States Public Health Service, has been 
secured in many communities. 

Similar co-operation has been given 
the medical profession, to private 
health organizations, and to associa- 
tions interested in health campaigns, 
such as safety councils, parent-teach- 
~er’s associations, women’s clubs, Boy 
Scouts and Girl Scouts. The com- 


pany’s literature has been given freely 
to these associations. The story of the 
Christmas Seal has been made the 
subject of magazine publicity. Special 
club papers, charts and campaign bills 
have been prepared for women’s clubs 
seeking to arouse public consciousness 
to the importance of modern health 
work. A special bureau of the com- 
pany has made close contacts with the 
public schools and has prepared special 
school literature. Special studies in 
school health have been undertaken, 
under the auspices of an Advisory 
Educational Group and in co-operation 
with New York University, the Uni- 
versity of Michigan, Columbia Uni- 
versity, and the Massachusetts Insti- 
tute of Technology. 

Through its policyholders, the com- 
pany has encouraged legislation for the 
promotion of health. In 1909, Chicago 
policyholders were advised about the 
merits of a proposed municipal tubercu- 
losis sanatorium. Successive efforts 
have been made to focus the attention 
of the policyholders on proposals for 
bond issues for the erection of sanatoria 
and hospitals; on proposed appropria- 
tions for state and municipal depart- 
ments of health and for the establish- 
ment of county boards of health; on 
proposed legislation for playgrounds; 
on laws minimizing the dangers of 
street accidents and on proposed 
amendments to state constitutions 
affecting child labor. There has been 
frequent occasion to arouse interest 
in communities to secure pure milk 
ordinances and to permit the use of 
safe milk, The tenement house situa- 
tion in various communities has been 
brought to the attention of policy- 
holders. Improved systems of sewage 
disposal and water supply have come 
about in many communities through 
their efforts. Other activities in this 
direction have been attempts to secure 
a Federal Department of Health, an 
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amendrient to the state constitution in 
New York for a Workmen’s Compensa- 
tion Act, laws for full-time health 
officers, ordinances for pure milk and 
water, compulsory birth registration, 
vital statistics, provision of free toxin- 
antitox_n, and better methods of disease 
control 

In tke desire to find new avenues of 
disease prevention and to give practical 
application to discoveries in preventive 
medicine, the company has undertaken 
surveys and demonstrations. Unem- 
ployment surveys were made at the 
request of the United States Depart- 
ment o? Labor. Sickness surveys have 
been conducted in various cities. A 
demonstration in tuberculosis control 
in Framingham, Massachusetts, was 
ecnducted in co-operation with the 
National Tuberculosis Association. A 
sanitary survey of New Orleans was 
made. A special committee of the 
American Public Health Association to 
study health practices in large cities 
was financed. A demonstration was 
undertaken in the Province of Quebec 
tc redice infant mortality. A com- 
mission appointed by the company has 
been studying influenza and pneumonia 
and the common cold. Another com- 
mittee. appointed by the company, is 
making a study of burial costs. 


LENGTHENING OF LIFE-SPAN 


The result of this has been a length- 
ening in the life-span of Industrial 
policykolders in excess of the improve- 
ment which one might reasonably 
expect from the record of the general 
populstion. Thus, between 1911 and 
1325 -he expectation of life of Iv- 
dustrizl policyholders increased 8.88 
years, while the gain in life expectancy 
for the general population of the United 
States Registration Area was only 5.16 
years. In 1925, the expectation of 
life among Metropolitan Industrial 
policynolders was 55.51 years, as 


compared with an expectation of 46.63 
years, in the two years 1911-1912 — 
combined. 

The greater extension in the life-span 
for the Industrial policyholders over 
that discovered for the general popula- 
tion was due, of course, to the more 
rapid fall of the death rate among these 
insured wage-workers. Between 1911 
and 1925, the Industrial policyholders’ 
death rate declined 32.5 per cent and 
among the general population of the 
Registration Area only 15 per cent. 
This decline in mortality among policy- 
holders resulted in a saving (over and 
above that expected from the general 
population) for the whole period 
1911 to 1925, amounting to 240,744 — 
persons. i ga 


DecuINE In Mortarrry RATES 


Another way of looking at the re- 
markable improvement of the insured 
Industrial population is to compare the 
difference in 1911 and in 1925 between 
the death rate for this group and for the 
general population. In 1911, the death 
rate of policyholders in the Indus- 
trial Department was 24.3 per cent in 
excess of that for the general popula- 
tion. In 1925, the policyholders’ death 
rate was 8.46 per 1000, and this was, 
actually lower than the crude death! 
rate which occurred in the general © 
population of the United States Regis- 
tration States, 8.57 per 1000. 

For 1926, we have the information 
only for the Industrial policyholders. 
The facts show that in that year there 
occurred 68,880 fewer deaths than if 
the mortality rate of 1911 had pre- 
vailed. It is, of course, at this time 
impossible to compare the 1926 death 
rate for policyholders with that for the 
Registration Area, but when the figures 
become available later on, it will be 
shown, in all probability, that the 1926 
death rate of these insured persons was, 
lower than it would have been if the 
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experience of the general population 
‘alone had prevailed, 

A few facts for important diseases 
may be of interest. Thus, between 
1911 and 1925 there was a greater 
decline in tuberculosis mortality (56.8 
per cent) than among the general 
population (45 per cent). For diph- 
theria, the death rate among our 
Industrial policyholders declined some- 
what more rapidly than it did in the 
general population of the United States, 
the decline for the policyholders be- 
tween 1911 and 1925 being 62.6 per 
cent, a more favorable figure than that 
recorded over the same period for the 
Registration Area (58.8 per cent). 
For measles, scarlet fever and whooping 
cough the death rate among the Indus- 
trial policyholders also declined more 
rapidly than it did in the general 
population of the United States Regis- 
tration Area. The decline in the 
diseases relating to childbearing over 
this, period was also more favorable 
than in the general population. Be- 
tween 1911 and 1925 a reduction of 
14.6 per cent in the death rate for puer- 
peral diseases was recorded, whereas in 
the general population the decline was 
only 9.6 per cent. 


A Waat Is NEEDED 


“Life insurance companies have con- 
tributed to the improved health of the 
American people. ‘The economic value 
of their work has been demonstrated. 
And yet, while standards of personal 
hygiene have risen, community health 
work is incomplete. Existing knowl- 
edge of the causes and prevention of 
communicable diseases has not yet 
been fully applied. Communities with 
well-organized health departments are 
still too few; the trained and efficient 
health officer, appointed for merit and 
free from. political pressure, is just 
beginning to obtain recognition. Cities 
or states with ample appropriations for 


activities essential to a modern health 
department are still the exception. 
There is need of adequate laws to safe- 
guard water supplies, milk supplies, 
and foodstuffs. Campaigns of educa- 
tion by the health authorities to secure 
co-operation of an educated and en- 
lightened citizenry must be more fully 
organized and developed. 

Is not such a campaign for life 
prolongation worth while from both 
the social and economic aspect? What, 
then, should be the relation of the great 
institution of life insurance to this 
altruistic effort? As I pointed out in a 
previous paper,? it is not the function 
of any one particular company, but 
should be the joint obligation of all. 
Acting co-operatively, life insurance 
associations should organize a bureau 
of health conservation in command of 
ample funds and adequate personnel. 
Such a bureau should undertake active 
propaganda in the education of policy- 
holders so that eventually an educated 
public may be assured. It should 
endeavor to secure legislation-—Federal, 
state and municipal—from which com- 
petent health administration would 
result. Its energies would be directed 
wherever it were feasible to secure 
adequate appropriations for comprehen- 
sive and constructive preventive health 
work. The proposed bureau should 
use its influence and power to combat 
the attempts which are daily being 
made to undermine scientific medicine, 
amend existing laws, and let down the 
bars which now protect the public 
health. 

If such a bureau could be organized, 
representing as it would the joint efforts 
of the life insurance companies, with 
the backing and the support of all 
groups in the community and possess- 


2 Lee K. Frankel, “Life Insurance and Public 
Health.” An address delivered at the Inter- 
national Convention of Life Underwriters, . 
Atlantic City, N. J., September, 1926. 
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ing power to formulate and develop a 
comprehensive health program, we 
could assuredly look forward to a 
steady reduction, year by year, in the 
death rate and an indefinite prolonga- 
tion cf life. For, m spite of the 
splend d progress which has been made, 
we arestill far from having attained the 
limit of the life span which our pres- 
ent knowledge of preventive medicine 
makes possible. At least ten years 
more could be added to the prevailing 
expectation of life for the average 
person in the United States. This is a 
most conservative estimate which does 


not take future medical progress into : 
account. Researches are now going 
on in laboratories and clinics into the 
cause and prevention of cancer, pneu- 
monia, infantile paralysis, the common 
cold, influenza, and other diseases 
whose etiology is as yet not fully under- 
stood, which may revolutionize present 
methods of treatment. When we have 
these in our grasp and they follow in the 
wake of yellow fever, smallpox and the 
other diseases which we have conquered, 


‘we may confidently look forward to a 


life expectancy of seventy, eighty, even 
100 years—who can say? 


Co-operation Between Life Insurance and Trust 
Companies 


By Epwarp A. Woops 


President and Manager, The Edward A. Woods Company 


NDURING institutions arise only 
when the need for them occurs 
concurrently with facilities for supply- 
ing them. They are not invented but 
are rather evolutions. When savages 
roamed this continent, not only were 
stocx exchanges, universities, trust 
companies or large emporiums not 
neeced, but to supply them would then 
have been impossible even had the need 
existed. Leonardo da Vinci could not 
have mede a successful flying machine 
when the gas engine, electric batteries 
and many other essentials of the mod- 
ern aeroplane were unknown. 


Ix RESPONSE TO MODERN NEEDS 


Tae life insurance company and the 
trus: company are both products of the 
times. There are certain requisite 
factors necessary to establish and main- 
tain a modern life insurance company 
which did not exist in this country one 
or two centuries ago and do not exist 

Ato-day in most foreign countries. The 
mathematical and mortality data upon 
which such companies are founded, the 
intrcate systems of communication 
which enable a company with head- 
quarters in New York City to have 
millons of policyholders scattered in 
every village, town and hamlet in the 
United States and safe methods of re- 
mitting and investing vast sums of 
money did not exist before the days of 
banks, post offices, railroads and tele- 
graph. Then, too, life insurance would 
have been impractical when com- 
paretively few people had the means to 

“provide it. In a country where daily 
existence is difficult, the thought of 


providing for one’s family after death 
or making provision for one’s own old 
age is but an idle dream. It is only in 
the last century that any appreciable 
proportion of the population of this 
country have had sufficient means to 
provide for other than their daily wants 
and in addition something for invest- 
ment in banks, life insurance, bonds or 
other securities. Just a little over a 
century ago the Duke of Wellington 
opposed the establishment of savings 
banks m England on the ground that if 
the laboring man was earning more 
money than he needed to live on, his 
wages should be reduced! 

Less than a century ago, when the 
average duration of human life was 
about forty years, the expense of life 
insurance would have been prohibitive. 
It is estimated that for every year of 
life saved now in this country, the cost 
of Insurance is reduced some forty mil- 
lion dollars. Were the same amount of 
insurance in force now possible in 1850, 
the cost would have been $720,000,000 
more than is paid for such protection 
to-day—an increase over the present 
cost of almost thirty-five per cent. It 
is unnecessary, however, to enumerate 
all the changing conditions necessary 
to make the establishment of a modern 
life insurance company possible. 

The trust company is also a very 
recent response to a modern need. It, 
too, requires certain financial condi- 
tions and modern facilities to exist. It 
is the product of conditions and times 
when people have estates to leave, se- 
curities to lock in safe deposit boxes, 
when multitudinous laws of many po- 
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litical jurisdictions complicate the in- 
heritance of property. The need for 
corporate executors such as the trust 
company became manifest when there 
were a sufficient number of estates and 
trusts to be administered which re- 
quired experience and technique in or- 
der to settle estates economically. Our 
Puritan forefathers were little con- 
cerned with the problem of whether 
their widows or spoiled sons would 
dissipete large estates for the simple 
reason that there were no large es- 
tates and few idle sons: Today in 
every American city there are parents 
deeply concerned with this question 
who are turnir g to the trust companies 
for an answer. 

The English nobility, earlier Teed 
with t1e problem of the dissipation of 
estates upon inheritance, developed the 
law of Entail under which the oldest 
son inaerited the property and could 
not dissipate it. This rigid arrange- 
ment applied cnly to the oldest son and 
concerned the relatively few estates of 
the ncbility. It was thus an aristo- 
cratic mstitution. The American trust 
compaxy, on the other hand, is a dem- 
ocratic institution and provides for the 
adminstration of not only the large 
estate but the small one and permits 
tke teszator to leave property not only 
tc the oldest son or next of kin, but to 
anyone whom he may choose as an 
heir. 


Lire Insurance vs. Trust COMPANIES 


It is obvious that there are essential 
differences between the chief functions 
of life insurance companies and trust 
companies and yet many places where 
the functions of one organization natu- 
rally supplement those of the other. 
The lif2 insurance company is becom- 
ing ever-increasingly a national insti- 
tution. Whether its office be in Los 
Angeles or Boston, its clientele extends 
throughout the entire country. Its 


policyholders may comprise millions of , 
people scattered over every state and 
its funds may in turn be invested 
nation-wide. 

On the otker hand, the trust com- 
pany is chiefly a local institution. The 
banking facilities, its function as reg- 
istrar of boncs, as a rentor of safe de- 
posit boxes, as a custodian of wills, as 
the acceptor of trusteeships and the 
function to act as administrator, ex- 
ecutor or trustee of an estate are gen- 
erally confined to the community in 
which the trust company is located. 
A trust company in Dallas, Texas, 
secures very little business from Jack- 
sonville, Florida, or Richmond, Vir- 
ginia; a life insurance company with 
headquarters in Boston or Philadelphia. - 
may do a larger business in some dis- 
tant city than any local company 
there. 

There are many functions of each 
institution in which the other is but 


_little interested. No life insurance 


company is a bank of deposit and the 
charters of most companies provide 
that every contract shall involve some 
life contingency. With the exception 
of immediate annuities, it is not the 
function of the life insurance company 
to act as trustee of funds except for the; 
distribution of those arising from the 
maturity of a life insurance policy, and 
even then the company is subject to 
certain limitations. A life insurance 
policy is a contract to pay; a trust is 
an agreement to hold or distribute 
funds often with wide discretion. Life 
companies do not act as transfer agents, 

rentors of safe deposit boxes, receive 
savings or perform other banking 
functions that are the regular duties 
of trust compenies. 

The trust company, on the other 
hand, does not create estates. It takes 
care of funds already provided. 
Through life insurance estates are, 
created and the trust company acting 


| 
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CO-OPERATION BETWEEN LIFE [NSURANCE AND Trust COMPANIES 


' as executor conserves them. Of course, 


both institutions are interested in 
stable conditions and the prosperity 
of the community. The business of 
both is materially aided by prosperity, 
thrift, sound financial conditions, wise 
legislation and a healthy, long-lived 
population. 

Both these institutions are peculiarly 
American, though they have their 
foreign origins. Life insurance origi- 
nated in England as an outgrowth of 
the underwriting in Lloyd’s Tavern 
dating back to 1688. The original 
business of marine insurance has now 
developed into nearly one hundred and 
fifty forms of insurance, of which life 
is perhaps the most important because 
it deals with that most fundamental 
and greatest of all values, human life. 
However, neither the life insurance 
company nor the trust company have 
developed in any foreign country to 
the extent that they have here and in 
Canada. This is due partly to our 
wealth, but in the case of life insurance, 
is due chiefly to the development of 
the agency system and the renewal 
contract under which life insurance 
companies employ an agency force to 
actively solicit business, for which they 
are generally paid a percentage of the 


k first premium and a much smaller 


percentage of those that are renewed. 
Thus a part of the underwriter's com- 
pensation is contingent upon the 
policy being maintained. This form 
of agency system is practically an 
American development and with the 
exception of some Canadian and Amer- 
ican companies doing business abroad, 
does not prevail in other countries 
unless Australasia be an exception. 
Neither has the trust company as 
known in this country been so de- 
veloped abroad. 

The United States carries three 
times as much life insurance as the rest 
of the world put together and six times 
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as much as any single nation. Ninety- 
two per cent of all the life insurance 
carried in the world is in English- 
speaking countries, so that it may be 
said in general to be an institution of 
English-speaking peoples. 
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Recently the mutual interests of life 
insurance and trust companies have 
been recognized by representatives of 
both institutions, which has resulted in 
remarkable progress in the develop- 
ment of co-operation between them. 
This has, in turn, greatly benefited the 
representatives of both institutions and 
the public they serve. Some of their 
chief mutual interests, aside from that 
of banking, are that people should be 
thrifty; that as many as possible should 
leave solvent estates to their heirs; that 
they should provide funds for their 
own old age; and that all funds left to 
heirs should be safeguarded and wisely 
invested to bring as high an increase 
as possible commensurate with safety. 
As more people leave estates of profit- 
able size, the opportunity for trust 
companies to secure more business 
from handling them increases, and life 
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insurance is the chief instrumentality 
for accomplishing this end. 


ACTIVITIES OF INSURANCE COMPANIES 


An agency force in excess of 200,000 
underwriters of legal reserve companies 
secured 8,704,988 ordinary and 14,- 
259,778 industrial policies in 1925, 
aggregating almost $15,000,000,000 of 
insuranee, besides soliciting millions of 
prospec-s on whom they failed to place 
insuranee but with all of whom they 
discussed the creation of estates. 
Their work along this line makes their 
co-operction with trust companies in- 
valuable to the latter, for most trust 
companies do not employ an active 
solicitinz force but rely instead chiefly 
upon advertising to bring them new 
business. 

The insurance company provides 
ready money to create estates, or to 
keep those solvent that would other- 
wise be hard-pressed for cash to offset 
the debts, taxes and administration 
expenses which ensue upon the death of 
testators. ' It provides for the shrink- 
age of 2states from these causes and 
often p-events the forced sale of se- 
curities. Life insurance proceeds also 
constitute the sole estate of the great 
mejorit;7 of people who would other- 
wise leave no estate at all. | 

Most adults have income but com- 
paratively few have large capital. 
Waere ¿here is one person who has a 
large principal invested in mortgages, 
bonds, stock or cash, there are many 
who have considerable incomes but 
who liv2 closely up to them, depending 
chiefly upon life insurance for the 
creation of any estate they may leave. 
One of the interesting things recognized 
by trust. officers recently is the part that 
life insurance plays not only in making 
estates more profitable to handle, but in 
creating estates that would otherwise 
not exst. Careful examination has 
shown shat about two-thirds of those 





who die and leave estates create them 
through life insurance. . 

The rapidly increasing amount of life 
insurance in force not only represents 
the coverage of an increasing number 
of persons, but also reflects the growing 
wealth of the country and the increas- 
ing size of life insurance estates. It 
likewise reflects a greater public ap- 
preciation of life insurance as a creator 
of estates. While S500,000,000 in 
death claims is annually paid out to- 
day besides 153,000,000 in maturing 
endowments and annuities, there will 
be far more paid in the future as some 
of the $72,000,000,000 now in force 
matures. ‘The estates thereby created 
should be adequately safeguarded and 
in most cases be handled by trust: 
companies rather than by private 
executors. 
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Life insurance companies have de- 
vised policies that partly meet this 
need, chief among which is the life 
income policy, which is unquestionably 
the safest kind of insurance for the 
family. It has the advantage of hav- 
ing the entire assets of a company back 
of every contract instead of securities, 
however carefully selected, that belong 
to the single trast. On the other hand, 


there are many instances, where a”? 


trust company should be a trustee of 
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, funds for purposes not covered by a 

' life income policy and certainly not so 
under policies payable in a single 
sum. 

Life insurance is first necessary to 
provide cash as a clean-up fund from 
which to liquidate estates whose debts, 
funeral expenses, those of last sickness, 
taxes and administration expenses 
must be paid largely in cash. In the 
case of large estates, taxes are a very 
important item and are always a first 
charge upon the estate. These lia- 
bilities must be provided for before a 
life income, for even if the latter be 
provided for a wife or children, where 
the estate becomes insolvent, such 
debts are usually paid by the family as 
debts of honor. It is to the credit of 
most people and also to their surviving 
families that they want such debts paid. 
Even though the latter are exempted 
from liability for these debts by law, 
they often pay them before accepting 
the provision of life incomes. 

Life income insurance is applicable 
chiefly to persons at least of some small 
means and is out of reach of most 
policyholders. The average insurance 
policy in the United States is for less 
than $2500, excluding industrial in- 
surance policies. The vast number of 

p the latter average but $174 and are 
really burial policies inadequate to pay 
the expense of the last illness and burial. 
There are millions of people who buy 
or should buy life insurance whose in- 
comes permit them only to provide a 
fund from which to pay the expenses of 
death and to carry the family for a year 
or so thereafter. These small estates 
need the most careful management and 
in many cases should be administered 
by trust companies. Take, for ex- 
ample, the small merchant in the 
country town whose total estate, after 
debts are paid, is $4000 or $5000. 

? Every penny of this money should be 
conserved, Every unnecessary ex- 


pense should be avoided, every asset 
liquidated at its highest possible value 
and the residue so wisely spent that it 
will be spread over as many years as 
possible. In such a case the trust 
company can best serve the purpose in 
distributing the fund supplied by life 
insurance. 

There is another class of estates 
where flexibility in disbursing funds is 
necessary which is impossible for the 
life insurance company to give. For 
instance, it cannot pay a part of the 
proceeds of a policy for certain emer- 
gencies, as for illness, nor spend money 
for the education of children upon the 
condition that they avail themselves of 
this advantage. It cannot protect the 
widow or daughter against unforeseen 
events which require the exercise of 
judgment. However, a trust company 
can do all these things with money 
provided through life insurance. 

The life insurance company is a 
national institution, the trust company 
a local one. Intimate problems are 
often involved in making a will, whose 
execution may require discretion in 
perhaps liquidating the business of the 
deceased and distributing its assets, or 
more intimately may concern the ever- 
changing family relations of the heirs, 
as the re-marriage of a widow, the 


. marriage of children, the distribution 


of money dependent upon the thrift 
shown by heirs, and a host of other 
considerations, all questions that one 
wishes to discuss personally with local 
officers of a local trust company. 
They are factors which require chang- 
ing provision from time to time. The 
conscientious, intelligent life under- 
writer will meet with a large number of 
cases where the life insurance on the 
insured will not solve the problem of 
family maintenance without the serv- 
ices of a trust company to carry out 
the purposes for which the insurance 
was intended. 
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Fowcrion or Trust Company 


Trusz companies have grown re- 
markakly both in size and in number 
the last decade until now there are 2684 
compatr.ies with resources over $19,000,- 
000,000, excluding national and state 
banks with trust powers. With the 
trust departments of state and national 
banks they exercise a powerful influ- 
ence upon the financial actions of a 
great, many people. They can mate- 
rially ad the cause of life insurance by 
explainmg what it is, what it will do, 
and how it will do it and by intelli- 
gently studying the functions and 
services of life insurance companies, 
trust officers can do much to see that 
their cients enlarge their insurance 
programs. 

Cuarr IH 
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The cfficers of trust companies can 
serve th=ir own companies, their clients 
and the general public best by becom- 
ing thcroughly familiar with the 
functions of a life insurance company. 
They should recognize the necessity of 
adequate life insurance to protect the 
shrinkage of estates, especially those 
where trust companies act as executors 
or trustees. When trust officers dis- 
cus3 inkeritance tax problems with 
clients, ~hey might well suggest that 
adequate life insurance be made avail- 
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able to the executor for the purpose of 
paying such taxes. When a client 
expresses a desire to mortgage a home, 
life insurance can be recommended 
to amortize the mortgage. In many 
instances life insurance can be used to 
create estates for those who would 
otherwise leave none at death; in others 
charitable bequests can be provided 
through life insurance and this method 
particularly recommends itself because 
it obviates administration costs and 
taxes up to a liberal amount. 

It is estimated that only about five 
per cent of the life value of the popu- 
lation is covered by life insurance, 


while over fifty per cent of the com- ) 
bustible value of the property in the j 


United States is insured against loss 
by fire. It is obvious, therefore, that 
most people, whether of small or large 
means, have neither covered their life 
value nor protected their estates by 
sufficient life insurance. The trust 
officer by his advice can help decedents 
leave estates in better condition in 
many instances by suggesting that the 
various liabilities incident to estate 
settlement be provided for by money 
purchased in advance, in other words, 
through life insurance. 

Trust companies are often called, 


upon to advise clients about their A 


business problems. In a large business 
where the key man is exceedingly val- 
uable to the organization, the use of 
business or credit life insurance to 
cover his life value can often be profit- 
ably suggested by the trust official. 
It is desirable that cash be brought 
into the estate by means of life insur- 
ance at the death of its creator when 
the heaviest loss falls upon the estate. 
The amount of insurance so paid, 
whether considered locally or nation- 
ally, is pitifully inadequate. It is to 
the interest of the trust company and 
its clients to suggest that this provision 
be made in order that the estate debts 


eer at 
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‘can be liquidated and the estate kept at 


par. The difficulties of administration 
are thus lessened by liquidation and 
estates are settled on a more satis- 
factory basis than would otherwise be 
possible. 

Investigations have shown that little 
cash is available at death even among 
the estates of the wealthy. A man of 
great wealth does not keep a bank 
account large in proportion to his 
means. Of the three items of shrink- 
age, t.e. debts, administration expenses 
(including those of the last sickness and 
death) and taxes, the amount of cash 
on hand in large estates does not equal 
anv one of the three items of shrinkage 
and is seldom ten per cent of the tctal 
amount necessary to meet these liabil- 
ities. In effect, a man’s death is like 
putting his business in a permanent 
receivership with additional tax ex- 
penses to follow, many of which must 
be liquidated at once. The ideal 
should be for every American to die 
with enough life insurance to cover his 
estate liabilities and leave his estate 
at death equal to what it was during 
his lifetime. This is best achieved 
through adequate life insurance pro- 
tection. 


Wrru Co-oPERATION 


A There are, of course, difficulties in- 


volved in the co-operation of life in- 
surance and trust companies. It is 
easy for one institution to trespass 
upon the functions of the other, for an 
uninformed underwriter to advise on 
affairs that come within the range of 
the experienced trust officer; and it is 
just as easy for the latter to make the 
mistake of giving advice that is more 
properly the province of a conscientious 
and experienced life underwriter. 
There are, of course, border-line 
cases where there may be a question 
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as to whether money could best be 
provided to heirs through life income 
insurance policies or through funds left 
in the hands of a trust company. 
There may be other cases where the 
executor or trustee of an estate should 
be some one other than a trust com- 
pany. Friction is easy along these 
border-line cases and other mistakes 
are quite possible, but these should not 
be allowed to retard the valuable work 
of co-operation of these two institu- 
tions in creating and conserving Amer- 
ican estates. 

No life insurance company should 
give undue preference to any trust 
company nor should any of the latter 
give preference to any single life in- 
surance company. If, however, a 
particular trust company or life under- 
writer is found to be experienced and 
very attentive to the needs of his 
clients, they should be recommended on 
their merits aside from their company 


affiliations. These problems, like all 


others, are within the range of men of 
wide discretion to solve themselves. 

The 200,000 trained life underwriters 
in this country who work in harmony © 
with the officers of 5000 trust compa- 
nies and banks with trust powers are 
making a tremendous contribution to 
thrift, the creation and conservation of 
estates, to the preservation of Ameri- 
can homes and to the general safe, 
stable and conservative investment of 
fundsas opposed to speculation, extrav- 
agance and waste. If the representa- 
tives of both institutions carefully 
study the social problems that beset 
their clients and then heartily co- 
operate to solve these problems, it 
cannot but result in the further growth 
and extension of both life insurance and 
trust companies, and, most important 
of all, benefit the ever-growing public 
they both serve. 


Insurance of Gubstandatd Lives 


By Rosser HENDERSON, F.I.A., F.A.S. 
Sezond Yice-President and Actuary, The Equitable Life Assurance Society of the United States 


HE conditions which render a 

given life ineligible for insurance at 
standard rates may be of various kinds, 
arising either from some special set of 
external circumstances surrounding the 
applicart or from some defect in his 
physica. or mental condition. The two 
outstanding examples of the former 
are occupation and residence. It has 
always been recognized that certain 
occupations expose those engaged in 
them tc an increased hazard of death 
from accident and that other occupa- 
tions involve conditions such as dust 
and excessive heat which cause physical 


deterioration and increased liability to 


certain diseases. Similarly, the in- 
creased risk due to residence in tropical 
climates has always been recognized in 
view of zhe known prevalence, formerly 
more marked than at present, in those 
climates of certain fatal diseases from 
which residents of more temperate re- 
gicns were practically exempt. The 
early tendency in life insurance was in 
fact to egard residence in any foreign 
country as extra hazardous. Risks 
involvirg these hazards of travel, resi- 
dence and occupation presented them- 
selves so frequently that their insur- 
ance at an extra premium judged to be 
adequate became a common feature of 
the bus_ness, and the term “substand- 
ard lives” is not ordinarily understood 
as applying to lives involving only those 
features of extra hazard. Companies 
insuring residents of tropical countries 
or perscos engaged in hazardous occu- 
pations do not consider that in so doing 
they are engaging in the business of 
insuring substandard lives. This term 
therefore refers specifically to those 


16 


lives subject to an extra hazard on 
account of some physical or mental 
defect, either disclosed by the medical 
examination or presumed to exist on 
account of some event in the personal 
or family history of the applicant. 


PROTECTION FOR SUBSTANDARD LIVES 


The insurance of certain of such lives 
at an extra premium dates back to the 
very inception of scientific life insur- 
ance. We are told that the Equitable 
Society of London, when it inaugurated 
in 1762 the writing of life insurance on a 
scale of premiums graded according to 
age, insured also those who had suf- 
fered from gout at a premium twelve 
per cent higher than the standard rate, 
those who had hernia at an eleven per 
cent increase and those who had not 
had smallpox at a twelve and a half per 
cent increase. The first serious at- 
tempt to develop this type of insur- 
ance, however, was made early in 1824 
when the Clerical, Medical and General 
Life Assurance office was established, 
which undertock, as its leading feature, 
to grant policies on lives deviating so 
much from the common standard of 
health as to render them wholly inad- 
missible at any office then existing. In 
the absence of trustworthy data safety 
was sought in the provision that of the 
seventeen members of the board of 
directors at least eight should be mem- 
bers of the medical profession. In the 
selection of these directors an endeavor 
was made to secure men specially quali- 
fied to advise regarding some particular 
class of diseases. By this arrangement. 


it was hoped that, whatever might be ? 


the complaint with which any appli- 


e. 


- 


ae 
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‘cant had been afflicted, there would 


always be on the board a medical direc- 
tor who was specially qualified by pre- 
vious study and practice to estimate 
the increased risk. Another society, 
the Asylum, was started in the same 
year which also proposed to insure 
persons who “though far from being in 
a dangerous state, are not considered as 
select lives, and are therefore rejected 
as altogether uninsurable.” Its pro- 
moters announced that they had “as- 
certained, by great care and. research, 
the true law of mortality for various 
climates and diseases.” No record has, 
however, been found of the basis of this 
claim. 

Neither of these companies confined 
its business to this class of risk and on 
the other hand some other companies, 
either already in existence or later 
formed, took part in this business with 
the result that it was thereafter a more 
general feature of the life insurance 
business in Great Britain. 

In the early days the practice was for 
the medical examiner to state his opin- 
ion of the degree of hazard in the form 
of a number of years to be added to the 
age, and while this was probably in its 
origin only a convenient way of stating 
the amount of extra premium to be 
charged, there was a resulting a 
to treat the case in other respects as if 
the risk were exactly the same as in the 
case of a healthy life at the advanced 
age. Some companies, however, had 
a single scale of increased premiums 
waich applied to all substandard lives 
accepted by them. 


Mueraops EMPLOYED 

Early in the history of this type of 
business the companies engaged in it 
discovered the disinclination of many 
applicants, considered uninsurable at 
standard rates, to admit even to them- 
selves that they were in fact subject to 
an extra hazard. This frequently re- 
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sulted in a refusal to accept the policy 


, offered. The companies accordingly 


attempted to devise a method of pro- 
viding for the extra hazard which would 
enable their agents to meet this objec- 
tion. The plan adopted for this pur- 
pose was to reduce the amount insured 
during the early years so that only the 
standard premium need be charged but 
that, nevertheless, if the insured sur- 
vived a specified period the full amount 
would be paid. One form which this 
arrangement took was a uniform re- 
duced amount during the period of the 
normal expectation of life for the age of 
the applicant. Another provided for a 
smaller initial amount of insurance with 
uniform annual increases during the 
expectation period. A third form sub- 
stituted for the expectation a period, 
usually less than the expectation, which 
was a multiple of five years. 
method was proposed by Mr. W. M. 
Makeham in 1872, who suggested pro- 
bationary terms of twenty-five years 
for ages under forty, twenty years for 
ages between thirty and fifty, and fifteen 
years for ages between forty and sixty 
with the qualification that the period 
should be so fixed that the initial 
amount would not be more than half of 
the maximum. This latter limitation 
was, however, only imposed in order 
that an approximate rule which he gave 
for determining the initial amount in 
the case of ordinary life policies from 
the number of years rating up, might 
be safely used. A fourth variation, 
under which the annual increase was 
equal to the gross annual premium paid 
and the initial amount was varied ac- 
cording to the degree of extra hazard 
provided for, was the one adopted by 
the first American life insurance com- 
pany to engage in this business in an 
extensive way. 

The psychological basis of these 
plans is quite evident as they enabled 
the agent to take the position, where 
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the applicant disputed the fact of im- 
pairment, that the company was willing 
to back its opinion of the risk by mak- 
ing its extra compensation depend on 
the ear y death of the insured and 
agreeing that if the insured sustained 
his cont2ntion by, in fact, surviving to 
the end of the probationary period the 
sum insured would be exactly the same, 
for the same premium, as in the case of 
a healtky life. While, however, this 
argumert was undoubtedly effective in 
many cases, it must be admitted that it 
is rot sc strong under close scrutiny as 
appears at first glance. ‘The insured is 
in fact paying an extra premium for the 
berefit provided in the policy because 
the annial premium required from a 
standarc life for that same benefit 
would have been less than he actually 
pays. The point involved may per- 
haps be better illustrated by supposing 
a parallel case in the field of gambling. 
Two men, A and B, may be discussing a 
proposec bet on the outcome of a foot- 
ball mateh between two teams in which 
they are respectively interested. They 
are each ready to bet on their teams but 
A thinks that the conditions entitle him 
to receiv2 odds of say 5 to 4, whereas B 
holds out foreventerms. The parallel 
solution >f the difficulty would be for A 
to propose that they each put up five 
dollars as. B desires, but with the under- 
standing that if A should win the bet 
would be settled on that basis by hand- 
ing over to him the entire stakes, 
whereas f B should win, thus confirm- 
ing A’s contention, only nine dollars 
should b2 handed over to B and the 
other dol ar returned to A. This might 
sound plausible, but on consideration 
we see that A would not be really 
staking any more than four dollars as 
the other dollar returns to him in any 
event. Similarly, under a len policy 
the company is not really insuring for 
the face amount as that amount is 
not paid unless a considerable sum 
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has already been paid to it in premi- ` 


ums, 

That the psychological appeal to the 
applicant was not as great as had been 
supposed was shown when one of the 
large American life companies, after 
having commenced the insurance of 
substandard lives on the lien plan, in- 
stituted the practice of offering to most 
of the applicants the option of taking a 
rated up policy giving full benefit from 
the start. The result was that prac- 
tically every applicant to whom the 
option was given selected the rated up 
policy. The additional annual pre- 
mium called for was very small com- 
pared with the additional insurance 
immediately obtainable. For example, 
according to Mr. Makeham’s approxi- 
mate rule a fifty per cent initial reduc- 
tion running off over a twenty-year 
period is the equivalent of five years 
added to the age. At age thirty-five 
a rating up of five years means an addi- 
tion of about seventeen and a half per 
cent to the premium for which the 
initial amount of insurance is doubled 
as compared with the lien policy. 
Accordingly, if, as is frequently the 
case, the purpose which is uppermost in 
the mind of the applicant is to secure 
immediate insurance protection, the 
lien policy is not likely to appeal to him. 

The standard policy laws which were 
passed in 1906 in New York and a num- 
ber of other states made it difficult and 
even temporarily impossible to issue 
policies on the lien plan with the result 
that since that time policies have, as a 
rule, carried full benefit from the start. 
The extra hazard is provided for by 
charging an extra premium. 

This extra premium may be ex- 
pressed in various ways. In some 
companies a number of scales of extra 
premiums for the various ages and 
policy plans are calculated so as to 
cover different percentage additions to 
the rates of mortality and each case 
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when accepted is assigned to the scale 
considered most appropriate. In other 
companies the extra is expressed as a 
number of years added to the age. 
While, however, this method is in form 
the same as the method first used a 
hundred years ago, its actual working 
is quite different. Whereas then the 
medical examiner assigned the number 
of years added without any definite idea 
of the rates of mortality he was thereby 
providing for, it is now customary to 
determine first the degree of extra 
hazard to be provided for and to pass 
from that to the number of years addi- 
tion required on the particular form 
and at the particular age in question. 
A third method used by some compa- 
nies is to combine a flat extra premium 
with the rating up in age, adding, say, 
fifty cents for each year of rating up to 
the premium at the rated up age. Cer- 
tain types of impairment are also cov- 
ered by charging a relatively high extra 
premium which is, however, only to be 
collected for a limited period after 
which the regular premium will apply. 
This method is used where the hazard is 
of such a nature that it is considered 
that if the applicant survives a few 
years the risk will have become normal. 
These cases usually involve a history of 
a comparatively recent severe illness or 
operation. 


Basis or InSURABILITY 


The important problem, however, in 
connection with the insurance of sub- 
standard lives is one which relates to its 
position in the intermediate zone be- 
tween standard insurance and rejection. 
This is the problem of determining the 
influence on mortality of the various 
facts ascertainable regarding an appli- 
cant for insurance. This is necessary 
in order to decide, in the first place, 
whether or not the applicant comes 
within the limits prescribed by the com- 
pany for msurance at standard lives. 


It must not be supposed that the class 
of lives insured at standard rates, even 
if confined to those insured by a single 
company, is an absolutely homogeneous 
class. There are differences of occu- 
pation, residence, habits of life, family 
history, build and present or past 
physical condition included in that 
class which undoubtedly each have 
some effect on the prospects of longev- 
ity, but no distinction is made in pre- 
mium rates if the net unfavorable effect 
is so small that the company believes it 
may be ignored without increasing the 
average mortality of its standard class 
above the point which it is desired to 
maintain. Any company could, un- 
doubtedly, improve the mortality of its 
standard class by excluding a larger 
number of border-line cases. They are 
restrained, however, by two motives. 
The first is that of extending the bene- 
fits of insurance to as large a number of 
people as can safely be included. This 
applies to all companies but especially 
to those whq do not insure substandard 
lives. The second is that it is very dis- 
couraging to the agency forces to have 
a large percentage of the applicants, 
secured by them in good faith and in 
the belief that they were good risks, 
refused standard insurance. This is 
particularly the case where those ap- 
plicants are able to secure standard 
insurance in some other company. 
Having decided that an applicant is 
not eligible for standard insurance, the 
company, if engaged in the insurance of 
substandard lives, must then decide on 
what terms, if any, it is willing to offer 
insurance. In order to make this deci- 
sion it is desirable to have as much data 
as possible bearing on the mortality to 
be expected in a large class of lives 
similar to the applicant. In the early 
days the only basis for such decisions 
was the judgment of the medical direc- 
tor, founded on his knowledge of the 
nature of the Impairments and his ex- 
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periznce in the treatment of similar 
cases me. with in his private practice, 
It was fo” this reason that the Clerical, 
Medical and General at the start tried 
to have a number of medical specialists 
on its bozrd. A body of actual experi- 
ence as ta the mortality among insured 
lives, which when examined showed 
certain impairments, has been gradu- 
ally accumulating to supplement and 
guide the medical director’s judgment, 
but it seems probable that life insur- 
ance and particularly insurance of sub- 
standard lives will always make use of 
andrely upon that judgment. Mortal- 
ity experiences cannot yield results of 
value in connection with the insurance 
of substandard lives unless based upon 
a classification of the risks according to 
the facts disclosed by the information 
secured -vhen the risk was assumed. 
Each class must also be of considerable 
extent in order that the result may not 
be effected by considerable accidental 
fluctuation. In the formation of classes 
the desirable elements of homogeneity 
and size will always be in conflict and 
the advice of the medical director will 
always b2 of value in this connection. 
Then again, when the time comes to 
apply th= results of experience to the 
selection of new risks, the skill of the 
medical examiner and director is nec- 
essary to determine to which class the 
given applicant should be considered to 
belang ard in what direction and degree 
it varies “rom a typical example of that 
class. i 


In CONCLUSION 


From the foregoing it will be seen 
that, in addition to variations of gen- 
eral actiarial methods and policy 
forms, tbe rating of particular types of 
risk has changed during the history of 
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the business for two reasons: first, the 
growth of medical knowledge and skill, 
and second, ascertained results of in- 
surance experience. There is no doubt 
that the growth of medical knowledge 
has rendered possible the ascertainment 
of facts regarding applicants for insur- 
ance which were necessarily unknown 
to the insurance companies and even to 
the applicants themselves in the early 
days of life insurance. The gradual 
improvement in the means of determin- 
ing the condition of the heart, arteries 
and kidneys and even the chemical 
composition of the blood stream itself 
has had an important bearing on rating 
of substandard lives. Actual experi- 
ence is following along and checking up 


the meaning in terms of mortality of , 


those conditions where they are suffi- 
ciently frequent to furnish the neces- 
sary data. It is checking up also on 
the effect of such conditions as over- 
welght and underweight, family history, 
personal history, occupation and habits. 

The collection of a useful volume of 
such data will be greatly facilitated by 
the use of the codes recently prepared 
by a joint committee of the Association 
of Life Insurance Medical Directors 
and the Actuarial Society of America, 


one of which covers medical impair- ` 


ments and the other occupations. The 
use of a common code will enable the 
experiences of all companies to be more 
readily combined together and thus 
give a satisfactory volume of data more 
quickly than would the separate ex- 
perience of a single company, however 
large. The spirit of hearty co-opera- 
tion displayed by the companies en- 
gaged in this business augurs well for 
its future increase in usefulness to the 
community through an orderly safe 
expansion. 
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Investment Tendencies of Life Insurance Companies 


By Freberick H. Ecker, LL.D. 
Vice-President, Metropolitan Life Insurance Company 


HE investment holdings of life in- 

surance companies indicate the 
vast proportions to which the business 
has grown and, in character, reflect the 
value of the economic service which 
their disposition has rendered in con- 
tributing to the growth and develop- 
ment of the nation. In recent years 
there has been a marked increase in the 
variety and liberality of life insurance 
service made available to the public. 
The development of the business has 
been in the direction of increasing con- 
cessions and of liberalizing the pro- 
visions favorable to policyholders and, 
in the matter of investment of funds, 
company executives have, without 
jeopardizing policyholders’ interests, 
been ever mindful of public needs. 
Service has come to be an outstanding 
characteristic of the life insurance busi- 
ness, very definite in its application to 
individual and group policyholders and, 
in a multitude of ways, beneficial to 
the communities in which the business 


4 istransacted. The phenomenal growth 


of the business has been possible only 
because of the confidence which the 
American public has come to feel in 
the financial strength and soundness 
of the companies and in the wisdom 
and prudence exercised in their man- 
agement, 

Before undertaking to review invest- 
ment facts as the best indication of the 
investment tendencies of life insurance 
companies, it 1s interesting to look for 
a moment at the size of our subject 
measured in dollar values. The assets 
of the United States life insurance com- 


? panies, at the end of the year 1926, 


approximated $12,850,000,000. While 
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these assets average only $115 for each 
outstanding policy and $215 for each 
policyholder, they exceed, in the aggre- 
gate, the assets of all savings banks and 
approximate half of the resources of 
all our national banks. These insur- 
ance assets are greater than one-half 
of the total value of all the railroad 
trackage and equipment of the nation. 
They are one-third greater than the 
value of the world’s supply of monetary 
gold, and are now equivalent to more 
than one-thirtieth of the national 
wealth, which is calculated to be, as of 
the same date, $360,000,000,000. At 
the end of 1880 the national material 
wealth, according to the estimates of 
the United States Bureau of the Cen- 
sus, was $48,642,000,000. At that 
time the admitted assets of all of the 
United States legal reserve life insur- 
ance companies were estimated to have 
been $460,000,000. In the period in- 
tervening, while national wealth has 
multiplied slightly over eight times, 
the life insurance accumulations have 
increased more than twenty-seven 
times. Then the life insurance assets 
were 1.1 per cent of the national 
wealth—now 3.6 per cent thereof. 
Perhaps it should be noted that it is 
in the nature of the life insurance busi- 
ness to receive, to hold and to invest 
funds and the interest accretions there- 
on over long periods of years, and the 
older the business the larger the accu- 
mulations. But, nevertheless, it is a 
startling growth. A great reservoir 
of capital has been erected. In the 
sense that the word reservoir suggests 
liquid capital, it is an inept term to use, 
and it would be more accurate to speak 
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of a reservoir of investments in safe 


income producing securities. Capital- 


transformed from a liquid state into 
fixed assets thus creates in policyhold- 
ers a vested interest in the underlying 
securities of the railroads and other 
industries, in farms and in housing for 
residence and business purposes and in 
obligations issued for the financing of 
governmental activities. Augmenta- 
tian of this fund from interest returns 
and from additions to reserve becomes 
annually a tremendous sum for fresh 
investment. These assets have in- 
creased four and one-third times in the 
twenty-year period last past, and the 
yearly ncrease for the last two years, 
1925 aad 1926, has been in excess of 
$1,000,900,000. 


Insurance HoLpINGS 


An analysis of the holdings and the 
policy pursued in recent years by the 
comparies in investing this ever-in- 
creasing volume of capital with some 
re-erenee to the conditions which, from 
time ta time, have had their influence, 
will best show the investment tenden- 
cies of the life insurance companies. 
The figures used for this purpose are 
those contained in tables compiled by 
the Association of Life Insurance Presi- 
dents from data supplied by fifty-two 
legal reserve life insurance companies 
holding, in different years, from 92.4 
per cent to 98.3 per cent of the admitted 
assets of all United States legal reserve 
campanies. ‘ 


Mortgage Loans 

Taking up the classifications in the 
order cf their importance, it is found 
that mortgage loans have now come 
into the first place and should be given 
first attention. Mortgage securities 
are of two classes, loans on farms and 
on cit” properties. Farm mortgages 
during the past twenty years increased 
from €268,000,000 to $1,960,000,000, 


or from 9.8 per cent in 1906 to 16.5 per | 
cent in 1926 of the entire admitted ' 
assets of these companies. From the ` 
year 1908 to the year 1926 agricul- 
tural wealth was on a generally ascend- 
ing scale, being rapidly accelerated by 
the influences of the World War. With 
the depression which began in 1920, 
there was a marked decline in agricul- 
tural values. In 1921 the total farm 
indebtedness of the country was ap- 
proximately $13,000,000,000, and this 
had declined in 1926 to $12,250,000,000. 
Nevertheless, while the farm indebted- 
ness was thus reduced $750,000,000, 
farm mortgage loans from life insur- 
ance companies increased $688,000,000, , 
and the amount so invested, $1,960,- 
000,000, thus furnished nearly one- 
sixth of the sum necessary to carry 
the farm indebtedness of the United 
States. 

Mortgage loans on city properties 
furnish a strixing illustration of the 
way in which life insurance funds keep 
pace with the necessities of the invest- 
ing public so as to respond, so far as 
possible, to the greatest need. In 1906 
mortgage loans on city properties 
amounted to 8552,000,000, or 19.2 
per cent of the admitted assets, whereas 
in 1926 such loans amounted to 
$8,128,000,000, or 26.8 per cent of the y 
admitted assets. The tremendous in- 
crease in building from 1921 to 1926 is 
reflected in the increase in city loans 
from $1,252,000,000 to $8,123,000,000. 
The total mortgage investments of the 
companies at the end of 1926 were 
approximately $5,083,000,000, or 42.8 
per cent of the total admitted assets. 


Bonds 


In the field of bond investments, one 
naturally thinks first of-the loans for 
governmental purposes. Prior to the 
issue of United States Government 
securities in connection with the World? 
War, the life insurance companies held 
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bonds of the government to the extent 
of less than one-tenth of one per cent 
oí their total assets. In 1919 the ratio 
was 11.5 per cent, illustrating again the 
response of the life insurance business 
to the most important demands from 
time to time. As new financing on the 
part of the government diminished, 
life insurance funds flowed into other 
channels, and in 1926 the companies 
held such securities to the extent of 
about 4 per cent of their total assets. 

Investment in state, county and 
municipal bonds increased during the 
twenty-year period from $104,000,000 
to $344,000,000. This form of security, 
however, is more readily absorbed by 
other classes of the investing public by 
reason of tax exemptions and so, as is 
to be expected, the proportion of total 
admitted assets of life insurance com- 
panies investing in such securities has 
decreased from 3.6 per cent to 2.9 
per cent. 

Our growing commercial relations 
with Canada and the development of 
the business of United States life in- 
surance companies in Canada, are 
illustrated by their increasing invest- 
ments in Canadian Government securi- 
ties. Twenty years ago the amount so 
invested was $22,000,000, being eight- 
tenths of one per cent of the total admit- 
ted assets of such companies, whereas 
today these companies hold $261,- 
000,000 of Canadian Government secu- 
rities, which is 2.2 per cent of their 
admitted assets. With respect to in- 
vestment in other foreign government 
securities, quite a different picture is 
shown. At the close of 1906, United 
States companies had $65,000,000, or 
2.8 per cent of their assets in such 
securities. These holdings increased 
by the close of 1916 to $139,000,000, 
which was 2.6 per“cent of the assets. 
Since then, there has been a drop to 
$24,000,000, or one-fifth of one per 
cent of the assets. This change has 


been brought about by the recent 
withdrawal of the United States com- 
panies from foreign fields. 

The total investments in govern- 
ment securities of all classes, United 
States, state, county, municipal, Cana- 
dian and other foreign governments, 
amounted to $198,896,000, or 6.8 per 
cent of the assets in 1906, grew to 
$1,416,861,000, or 18.9 per cent in the 
year 1921, and had dropped, princi- 
pally by reason of the reduction in the 
holdings in United States Government 
bonds, to $1,116,000,000, or 9.4 per 
cent, in the year 1926. 


RAILROAD SECURITIES 


The aggregate of railroad securities 
now held by these companies is $2,485,- 
000,000. At the close of 1906, the 
amount of such securities was $1,002,- 
000,000. Notwithstanding this sub- 
stantial increase of $1,438,000,000 in 
amount, or 148 per cent, the percentage 
of total assets invested in this class of 
securities has dropped from 34.8 per 
cent in 1906 to 20.5 per cent, the ratio 
in 1926. 


EXPANSION IN Posric UTILITIES 


An outstanding feature of life insur- 
ance investment during recent years 
has been the rapid expansion of invest- 
ment in public utilities. In 1906, the 
companies had so invested $134,000,000 
and now have $819,000,000. This isan 
increase from 4.7 per cent to 6.9 per 
cent of total admitted assets. In 1906, 
the major portion of public utility in- 
vestments was in street railways, 
whereas today by far the larger por- 
tion is invested in connection with com- 
panies supplying light, power, heat, 
telephone and other similar service for 
home and business uses. The insur- 
ance companies’ investments in this 
class of securities are almost entirely 
confined to obligations secured by 
mortgage on the properties of the 
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operating companies. As an illustra- 
tion of this investment tendency for the 
benefit of individual citizens, it is 
reported that 17,000 new customers 


were adced to rural electric lines in . 


Pennsylvania during 1925, and that, 
throughout the United States, more 
than 100) farms per month are being 
added ta the service lines of different 
electric light and power companies. 
It is also stated that the number of 
homes in the United States now served 
by electricity is about 15,000,000, 
having increased in the last six years 
from 6,000,000. 

The irvestments in other bonds of 
miscellareous character and in stocks 
amounted, in 1906, to $107,777,000, or 
3.7 per zent of admitted assets, and 
had increased, by 1926, to $166,000,000 
which represented only 1.4 per cent of 
the admitted assets. It should be 
noted that, since 1906, there has been a 
prohibition, by law, against the invest- 
ment by life insurance companies in 
stocks, which prohibition has applied 
to a ver” large proportion of the com- 
pany assets under consideration. The 
total investments in bonds and stocks 
increasec from $1,437,457,000 in 1906 
to $4,5£6,000,000 in 1926, but the 
percentaze of such investments to the 


total assets had dropped from 50 per. 


cent in 1906 to 38.2 per cent in 1926. 


REAL ESTATE 


Real estate holdings of the companies 
are praccically confined to their home 
office buildings. The laws of most of 
the states limit such holdings to prop- 
erties acquired through foreclosure and 
to such as shall be requisite for the 
convenient accommodation ofthe re- 
spective companies in the transaction 
of their business. The amount of as- 
sets inv=sted in real estate increased 
from %156,000,000 in 1906 to $214,- 
000,000 n 1926. It is significant, how- 
ever, thet the ratio of real estate assets 


to total assets decreased during that 


period from 5.4 per cent to 1.8 per cent. 

The geographical distribution of the 
investments and their relation to the 
reserve on policies in the various states 
is an interesting phase of the invest- 
ment tendencies of the companies. At 
the close of 1925 the companies had 
invested in the various sections of the 
country, with the exception of the 
Middle Atlantic and New England 
states, from 102 per cent to 244 per 
cent of their reserves in their respective 
localities. The ratio for the Middle 
Atlantic states—New York, New Jer- 
sey and Pennsylvania—was eighty per 
cent, and, for the New England states, 
forty-six per cent. There is advantage 


to the policyholders of the Middle— 


Atlantic and the New England states in 
this situation, in that there is thus 
furnished in other localities a more 
fruitful field for the investment of their 
contributions to the asset fund of the 
life insurance companies, while ad- 
vantage accrues to the other divisions 
of the country through the aid fur- 
nished by these funds to the more rapid 
development of their communities. 
Reference has been made to the in- 
herent nature of this business whereby 
money is paid in to be held, with 
interest additions, over long periods of 
years, but in considering the invest- 
ment of such funds, it must likewise be 
observed that the nature of the busi- 
ness is such that these monies when 
paid in must be promptly invested. 
This action is essential to provide 
immediately the interest earnings which 
play an important part in the calcula- 
tions which must be taken into account 
in computing the charge to be made for 
carrying the insurance risk. In con- 
sequence, management is not altogether 
or at all times a free &gent in controlling 
investment practice, but must often 
yield to the necessities of the hour. 
Monies cannot be held in hand indefi- 
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nitely, awaiting an ultimately desirable 
investment, but must be put to work 
promptly, and selection in the matter 
of investment ofttimes becomes a 
question of choosing investments which 
are immediately available. However, 
in studying the course of life insurance 
investments, made over a period of 
years, one cannot fail to note the evi- 
dence of recognition on the part of the 
companies of their responsibility for 
public service. There is plainly some 
guiding purpose which transcends the 
law of supply and demand and unques- 
tionably directs investment policy to a 
very considerable degree and which 
would appear to be a concrete recog- 
nition of what has been termed the 
greatest economic need. 


TREND IN INVESTMENTS 


This review of the investment facts 
shows quite clearly that life insurance 
investments flow in channels which 
supply the economic needs of the na- 
tion. Going back to 1906 and earlier, 
during the period of railroad expan- 
sion, rails were largely in favor. Àd- 
verting again to that year, it appears 
that more than one-third of the ad- 
mitted assets of the companies was 
invested in railroad securities. Review- 
ing the situation since that year, it is 
noted that as railroad building declined, 
the proportion of company investment 
therein has steadily decreased. Rail- 
roads have constructed practically no 
new mileage since 1914 but have been 
intensively developing existing facili- 
ties. Vast improvements have been 
made in efficiency and economies of 
operation. ‘The life insurance com- 
panies have supported the railroads in 
carrying out their program of meeting 
the country’s need for greater trans- 
portation facilities, through their pur- 
chase of obligations of the railroads 
issued to acquire new equipment. If 
it were not for such issues, the propor- 


tion of railroad investments by the 
insurance companies, which at the end 
of 1926 was about one-fifth of their 
entire admitted assets, would be con- 
siderably less. While the ratio of in- 
vestments in railroad securities has 
been decreasing year by year, the in- 
vestments in the securities of public 
utilities have been increasing, in keep- 
ing with the growth in importance of 
these enterprises. ‘To an increasing 
degree, the obligations of that class of 
companies have come to be considered 
as seasoned securities acceptable for 
life insurance investment. 

Mortgages on land and improve- 
ments thereon have always been a fav- 
orite form of long-range investment for 
trust funds and there is no other class 
of investment that has provided so 
satisfactory an experience for this pur- 
pose. This form of investment will 
continue to be the backbone of trustee 
holdings so long as property rights con- 
tinue to be respected and continue to 
be the foundation upon which our 
social and economic life rests. The 
experience of the life insurance com- 
panies with this class of investment has 
been, in safety and in interest yield, 
more favorable than in any other class. 
In the mortgage transactions of the 
companies since 1906, one may readily 
detect the periods of depression and of 
activity in the realty markets from 
normal and sub-normal conditions to 
the great impetus which grew out of 
postwar conditions. Mortgage invest- 
ments are a fair illustration of the ex- 
tent to which life insurance funds are 
sought to be invested so as to be of the 
greatest benefit to the whole public. 
Loans for agriculture are not only of 
great benefit to the individual bor- 
rower, but are of immeasurable benefit 
to the country as a whole. Loans for 
housing, both for residence and busi- 
ness purposes, are not only a necessity 
but also furnish the means by which 
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labor ma» be employed and, indirectly, 
the means by which a market may be 
furnished for the products of the 
agricultural communities. 

In. the matter of security for loans 
and in fixing acceptable standards for 
investment securities, there is a grow- 
ing uniformity of practice among the 
companies. Just as the life insurance 
business, based upon actuarial science, 
has been developed in practice through 
underwriting experience, it may be 
sald thatin the matter of investment of 
funds, wich, while not a science, is a 
highly specialized business, the prac- 
tice of tte companies is seeking higher 
standard3 as their experience broadens. 
The laws of the several states regulate 
the secucities in which companies of 
those states may invest, but it is quite 
significart that the actual investment 
policy of individual companies is more 
rigid than the requirements of the laws 
which govern them. 

Concretely, investment tendencies 
are now in the direction of mortgages 
on real estate. Farm loans, in the last 
year or two, have decreased on ac- 
count of agricultural conditions, but 
they ma; be expected to become more 
desirable as conditions improve. The 
increase in mortgages on other real 
estate more than makes up for the 
tendency for the last year or two to 
decrease investments in farm loans. 
Tendencies are altogether away from 
investment in government bonds be- 
cause such securities are more readily 
absorbec by other classes of the invest- 
ing public to whom the tax exemption 
feature is more advantageous, while 
the life insurance companies can better 
invest in other securities affording more 


favorable interest returns than are to 
be had in the class of security which is 
tax exempt. The tendency is away 
from railroads, although, again from 
the standpoint cf service, it should be 
noted that while a superficial consid- 
eration leads many to believe that life 
insurance investments in railroad se- 
curities do not afford such benefit for 
the public as do investments in farm 
and city mortgages, this view alto- 
gether overlooks the general economic 
and social welfare of the people as a 
whole. Ample and efficient transpor- 
tation facilities are, as has many times 
been demonstrated, a vital necessity in 
the interrelations of people under our 
modern civilization. Great cities de- 


1 


pend upon transportation for their 


daily food supplies. If the transporta- 
tion machine is thrown out of gear, 
tragic results may well be anticipated. 
The tendency to invest in public utili- 
ties is in keeping with the develop- 
ment of that business both in volume 
and in its relation to public welfare. 

The importance of allowing the 
funds of life insurance companies to 
follow the natural laws of supply and 
demand consistently with absolute 
safety and the serious results which 
flow from attempts to control these 
natural laws by artificial means can- 
not be over emphasized. Company 
management, as shown by the detailed 
reports covering period of years, 
may be relied upon to recognize and 
support economic needs, and there is 
evident a clear appreciation on the 
part of company executives of the 
responsibility to render public service 
through the appropriate investment of 
life insurance funds, 
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Group Life Insurance 


By Warum J. GraHam, E. A.S. 
Second Vice-President, The Equitable Life Assurance Society of the United States 


IFE insurance in essence is the busi- 
ness of paying claims. A chapter 
on Group Insurance as developed to 
the year 1927 opens logically with 
a reference to the actual and potential 
volume and quality of service in the 
payment of claims. Claims arise in 
group insurance under a blanket form 
of contract issued to the employer. 
Under this contract all the employes of 
a certain class or classes are insured 
without medical examination. The 
amounts of insurance are fixed by class 
rules. 

Group Life Insurance during the 
year 1927 will be the medium for dis- 
tributing possibly about one million 
dollars a week to beneficiaries of em- 
ployes deceasing during that year. 
The amount of insurance to thé in- 
dividual varies in accordance with the 
group insurance plan adopted by the 
employer, but the average claim will 
approximate twelve hundred dollars. 
The claim may be paid either in one 
lump sum or in monthly instalments 


" over a period of twelve months, the 


~~ 


monthly instalments averaging one 
hundred dollars. 

From these figures it will be deduced 
that about 800 workers protected by 
group insurance will die each week. 
Of the 800 about 350 will leave ab- 
solutely no other insurance. This rep- 
resents something more than forty 
per cent of the workers deceasing under 
group Insurance coverage. It needs 
little imagination to picture the effect 
where death finds the worker without 
provision for expenses consequent to 
fatal illness or to realize the family 
situation where the worker was the 


family breadwinner. Because of the 
group policy the family income from 
such worker will not cease with death 
but will be continued for approximately 
one year. From this angle group in- 
surance fits into the definition of a great 
English newspaper as “an American 
scheme for giving the family of the 
deceased worker one year's notice of 
the demise of the pay check.” 

Averaging the amount of insurance 
carried on deceasing workers where in 
addition to group insurance the worker 
provided other forms of life insurance, 
it is found that such other insurance 
amounts to about 82000. This latter 
average includes the relatively few 
large individual insurances carried by 
high-salaried executives, whose excep- 
tional amount of insurance serves 
to appreciably affect the average 
of the great number of smaller in- 
surances. 

A discussion of group claims reaches 
beyond the numerical recital of lives 
Insured, to include the list of bene- 
ficiaries. The 800 workers estimated 
to die weekly under group insurance 
coverage during 1927 would on the 
average have two other persons in- 
terested directly or indirectly as bene- 
ficiaries. This brings the number of 
beneficiaries intimately interested in 
the week’s claim quota to 1600. Add- 
ing the 800 deceased makes a total of 
2400 lives intimately affected in the 
matter of the week’s group insurance 
claim list. How intimately these claim 
monies reach to the closest human rela- 
tionship is evidenced by the fact that 
the 800 claims would subdivide about 
as follows: 


27 


28 


Wife, 488; children, 88; father, 13; 
mother, 77; estate, 35; friend, 14; sisters 
and brotiers, 57; husband, 6; parents, 2; 
trustee, $; collateral heirs, 18. 


Applying these percentages of relation- 
ships to the conservative estimate that 
forty pe: cent of the wage and salary 
workers in the United States have no 
other insurance, it follows that thirty- 
three pec cent of all the. workers who 
die leave behind relatives of the inti- 
mate ty>e of parent, wife or child— 
where w.thout group insurance cover- 
age the loss of the pay envelope is 
usually & serious matter and in many 
instances a desperate one. 

These figures seem sufficient to es- 
tablish the economic value of a system 
of group nsurance which would provide 
for all workers a sum of money sufficient 
to meet immediate necessities conse- 
quent on death, and to supply income 
for the stew months while the family 
adjusts izself financially to the loss of 
the work=r’s pay envelope. 

Two queries now suggest themselves: 
First, why relatively so little individual 
insurance among the workers of the 
country? and second, what is the genesis 
of this group system which is supple- 
menting mdividual insurance in cover- 
ing this feld of the worker? 

The arswers to these questions il- 
lumme tae whole subject of group 
insurance. 

Why so little other life insurance on 
workers? The answer is to be found in 
working rules which in the main pro- 
hibit the zime, piece and salary worker 
from being solicited by the life in- 
surance agent. Life insurance in Amer- 
- ica has gone forward with the work of 
the agent. The reason why there is 
twice as much life insurance in the 
United States today as there is in the 
rest of the world combined is due 
chiefly to the superiority of the life in- 
surance azency system in this country. 
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The agent operates to bring a message 


to the man who might reasonably con- 


ceive the message without the work of | 


the agent, but does not do so in terms 
of action that mean life insurance pro- 
tection on his own initiative. The 
agent is loath to solicit insurance after 
hours and the wage worker is loath to 
be solicited after his full day on the job. 
This field of the mass worker to the 
large degree indicated by the claims 
figures was uncultivated because its 
effective cultivation required a mass 
scheme to be applied by the employer 
in a mass way. 


Wary Group Insurance 
This general statement leads on to 


= 
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the answer to the second question as to. 


the genesis of group insurance. The 
insurance needs of the deceased worker 
were evident from the occasional dis- 
tressing case which would come to the 
attention of the employer for assuage- 
ment. Often this came to the em- 
ployer in the secondhand form of 
knowledge that the fellow workers were 
digging into their pockets to make 
up a purse for burial or to relieve 
the immediate dire distress of the 
family. 

In the old days before industrial 
units assumed large size, the employer 
knew his worker or his few workers, and 
the problems of the worker were made 
in some way the problems of the em- 
ployer. With the development of 
mass production in huge units the 
employe soon lost individuality in the 
mass and the employer and employe 
alike lost something of human contact 
that made for co-operation in in- 
dustry. 

Group Insurance was born of the 
desire of the employer to do something 
in a mass way for his. workers which 
would be frankly a bid for co-operation 
from the worker, on the basis of con- 
structive interest shown by the em- 


i 


a 


GROUP Lire Insurance 


ployer in the individual members of his 


group of workers. 

The realization that employes were 
not properly insured, combined with 
the desire for protecting employes more 
completely, and to add a premium to 
the job, as it were, by better protecting 
the employes and the employes’ family 
through some death benefit, culminated 
in the negotiations of a large mail order 
house, the Montgomery Ward Com- 
pany, for the insuring of its employes. 
The size of the proposition attracted 
offers from many life insurance com- 
panies in various forms of individual in- 
surance. The cost for such forms of 
insurance individually at permanent 
level premiums was high. Combined 
with the demand for selection of the 
risks by means of medical examinations 
the offers on basis of individual in- 
surance proved unacceptable. This 
brought about the elimination of most 
of the life companies in the canvass. 


ORGANIZED EFFORT 


The negotiations resulted in the 
working out of a scheme upon the 
yearly renewable term plan without 
medical examination, insuring all the 
employes who had served one year or 
more for amounts based on the weekly 
wage and ultimately supplied the first 
large case of group insurance as it is 
now known. This policy became ef- 
fective July 1, 1912. The size of this 
transaction captured public imagina- 
tion with the result that it was widely 
heralded and has become identified in 
public opinion as the contract upon 
which group insurance established its 
saleability. It was written by The 
Equitable Life Assurance Society of the 
United States, which Company had, in 
the latter part of 1911, issued its first 
policy of group insurance to The 
Pantasote Leather Company, covering 


4 a group which was then relatively small, 


embracing about 125 lives. This 
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smaller group was under the manage- 
ment of one of the Directors of the 
Equitable, Eugenius H. Outerbridge, a 
student of industrial affairs, who 
proved a strong advocate on the Board 
of Directors Committee appointed by 
President William A. Day to consider 
what was then thought to be a revolu- 
tionary plan, —supplying life insurance 
without medical examination under the 
terms and conditions of a group con- 
tract issued to the employer. Mr. 
Outerbridge thus had firsthand infor- 
mation of the development of the group 
policy by the Equitable and supported 
his advocacy by a practical applica- 
tion to a company under his manage- 
ment. 

The first organized effort to develop 
the business of life insurance on the 
group plan was the inauguration of a 
department of group insurance on 
January 1, 1912, by President William 
A. Day of The Equitable Life Assur- 
ance Society. This action, it is to be 
noted, antedated the closing of the 
large Montgomery Ward group by 
some time. At the end of 1912 the 
amount of group insurance reported in 
force was $18,172,198. Of this amount 
the Montgomery Ward contract sup- 
plied $6,307,784. The balance was 
made up of $6,864,464, of which $6,- 
640,722 was issued by the Equitable 
and the remainder of $223,742 by other 
progressive companies which were 
competitors for the Montgomery Ward 
case and which followed the Equitable 
into the group field. 


GROWTH 


The growth of the group business is 
best illustrated in the table on the 
following page, showing the amount in 
force, year by year. 

The only slump in the triumphant 
progress of group insurance recorded in 
the table is shown for the year 1921 
where a trifling recession is noted. It 
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Group inscrance in force: 


December 31, 1 ics oe: own $18,172,198 
1h AA 31,202,014 

7 mee |): AAA 64,457,545 

Wi “ 1915 99,049,326 

E E = ABI acia ds 152,809,349 
“e Pe AAA 345,525,472 

ps e UB Co 255 . 627,008,490 

Ni © DOLD ¿e - 1,145,786,181 

wi “  1020..... 1,662,327,449 

= OF ORT ce hile aes 1,598,742,718 

a aE o AAA 1,847,139,277 

n "o TD AAA . 2,408,935,567 

y S NOGA aipe acer 8,194,576,412 

dl ALÍ eee .. 4,299,271,187 

g a o ETR 5,600,000,000 


* Estimaced. 
is to be 1emembered that this was the 
year of postwar industrial deflation in- 
volving much unemployment and 
shrinking payrolls. The Workmen’s 
Compensation companies that year 
showed heavy decreases in income, 
which makes it the more noteworthy 
that grcup insurance should under 
such adverse conditions write enough 
new volume to practically fill in the 
gaps of the discontinuing patron and 
the shrirking employment roster. A 
large parz of the outstanding volume of 
group insurance at the present time is 
accountel for in the business of the 
seven leading life companies. The 
number cf companies actively engaged 
in the business is constantly increasing. 
More then seventy-five companies are 
recorded as now writing group in- 
surance. 

One of the remarkable features of 
group insurance to date is the low 
lapse rate. The net gain augmented in 
part by plans of insurance which in- 
crease wth duration has yearly ap- 
proximat=d the totals reported as new 
business. 


ECONOMICALLY SPEAKING 


In the earlier years exclusively and at 
present in degree group insurance 
premiums were paid entirely by the 
employer. The cost of a plan to supply 
the employes an amount of insurance 


equal to one year’s salary, with a` 


maximum of $8000 to those receiving 4 


more than that sum in salary, was 
found to average about one per cent of 
the payroll. 

From the employer’s standpoint the 
economic question was this: Would a 
payroll of 101 per cent, which would in- 
clude the gratuitous element of a life 
insurance policy on the life of the 
worker for one year’s salary, reaching 
through the worker to the worker’s 
home where the ultimate effect of the 
insurance would be registered, give 
larger values to the employer than a 
100 per cent pavroll? 

Perhaps the best general answer to 
this question of the employer was ex- , 
pressed by the Committee of the Na-’ 
tional Association of Manufacturers ` 
appointed to study group insurance, (, i 
which reported in part: 

Your Committee believe that those hav- 
ing in mind the improvement of conditions 
of those in their employ, so far as the same 
may be justified by a modest expenditure, 
will probably find in Group Life Insurance 
the medium which, dollar for dollar of such 
expenditure, will prove most beneficial to 
employer and employe alike, and therefore 
to the general improvement of industrial 
conditions. 

The initial cases of group insurance 
paid for entirely by the employer re-' 
moved all fear that group insurance 
would not be appreciated unless the 
employes paid part of the cost. As the 
business grew, cases in which the em- 
ployer provided a reasonable amount 
of group insurance developed a demand 
on the part of the employe to be al- 
lowed to obtain additional insurance 
entirely at the employe’s own cost. 
This hastened the development of so- 
called contributory group insurance 
whereby the premiums are paid for 
jointly by employer and employe. 
Both plans have worked well, they 
tendency at the present time being 
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rather in favor of larger amounts than 
were originally taken out, with the 
employe paying part of the premium 
cost. 


DEFINING GROUP INSURANCE 


As the group business developed, 
questions arose as to what was properly 
a group from a sound underwriting 
standpoint. This resulted in an agreed 
definition of group insurance being 
adopted by the Convention of In- 
surance Commissioners of the various 


_ states, which definition as embodied in 


j 


the New York Statute is as follows: 


Group Life Insurance is hereby declared 
to be that form of life insurance covering not 
less than fifty employes with or without 
medical examination, written under a policy 
issued to the employer, the premium on 
which is to be paid by the employer or 
by the employer and employes jointly, and 
insuring only all of his employes, or all of 
any class or classes thereof determined 
by conditions pertaining to the employ- 
ment, for amounts of insurance based upon 
some plan which will preclude individual 
selection, for the benefit of persons other 
than the employer; provided, however, that 
when the premium is to be paid by the 
employer and employe jointly and the 
benefits of the policy are offered to all 
eligible employes, not less than seventy-five 


_ per centum of such employes may be so 
Y z 


The New York statutory group in- 
surance definition has been amended 
within the last year or two to permit 
the application of group insurance to 
units of the naval and land militia, 
and under certain conditions to labor 
unions, These amendments, however, 
do not open the door widely ‘for the 
acceptance of such groups because the 
underwriting conditions that permit 
employes of one employer to be safely 
and advantageously insured on the 
group plan are not in all instances suf- 


cently present in other forms of 


group. 
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GROUP CLASSES 


The definition provides for two 
classes of groups, the one in which the 
employer pays the entire premium, and 
the other, the so-called contributory 
group, where the employe shares in the 
premium cost. 

The contributory group, the second 
type of group referred to, is formed by 
voluntary action of the employes in 
which the employer joins with the 
employe in paying part of the premium 
cost. Naturally it would not be rea- 
sonable to expect voluntary action from 
100 per cent of any class of employes on 
any proposition. Therefore the rule in 
a contributory group is that a minimum 
of seventy-five per cent of all eligible 
for the insurance accept the same and 
that the group continue to maintain at 
least seventy-five per cent of all the 
eligible employes. 

Those in the employ are insured ac- 
cording to some class rule. By class 
rule is meant, for example, insuring all 
employes who have been one year or 
more in service, or employes earning 
say $1500 and over, per annum, or all 
of any particular department or activ- 
ity constituting in itself a class. 

These class rules will be readily rec- 
ognized as necessary in group insurance 
since no medical examination is re- 
quired. The strong support the weak. 
Thus does group insurance by including 
large classes of employes completely 
eliminate self-selection against the in- 
suring company in the group where the 
employer pays all the cost, and in the 
contributory group minimizes the like- 
lihood that the employe, conscious of 
his insurability, would stay out to the 
material detriment of the group. 

Insuring employes of one employer 
in a going concern under class rules 
affords the practical assurance of an age 
distribution or age average for the 
group which will vary little. While 
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individually the members of an em- 
ployer group grow older, it does not 
follow taat the average or age distribu- 
tion is affected by that fact, because as 
an ofíses younger lives are continually 
coming in as the older lives retire or 
decease. 

The more or less stationary char- 
acter of the age distribution permits 
the use of the one-year term policy to 
produce practically an unvarying pre- 
mium fcr the group. Hence for group 
insurance the use of the one-year term 
policy with its consequent low premium 
is sufficently representative of current 
and, under ordinary conditions, of 
future cost. 

The years have attested to the 
soundness of the theory of group non- 
medical selection. The mortality has 
been wel within the tabularly expected 
rate and has approximated the ultimate 
mortality rates for individual lives in 
which tke selection has been by medical 
examination. 

Groups other than employe-employer 
groups must be judged from an under- 
writing standpoint by practically the 
same standards applied to employer 
groups and such groups that vary from 
ordinar} conditions may tend to lose 
insurabi ity under the group plan. 
Many employe association or labor 
union groups present substantially the 
same aspects from an underwriting 
standpomt as employes of one em- 
ployer, Fut many groups of this type do 
not. Hare enters underwriting judg- 
ment in passing upon such groups. A 
recent d=velopment in group insurance 
is the eatrance of The Labor Union 
Life Insirance Company, a company 
organized by Labor Unionites on sound 
old line >rinciples, one of its chief pur- 
poses be ng to serve labor unions in the 
matter of supplying group Insurance. 

The | fe insurance companies have 
used good judgment in pioneering in 
the group insurance field with the re- 
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sult that the business has been written 
on a profitable basis. It has increased 
the life insurance field by enabling the 
life insurance companies to reach out to 
lives not previously available to the 
agent and by co-operating with the 
employer in insuring masses of employes 
in a mass way. In group contracts life 
insurance companies have extended life 
Insurance coverage to 4,700,000 work- 
ers for %5,600,000,000 of insurance, 
using the estimated figures of Decem- 
ber $1, 1926. To get a comparison as 


| 


to what this means in insurance on the 


working people of this country 1t may 
be pointed out that the volume exceeds 
the total sum of industrial insurance in 
force on this Continent as recently as 
the year 1918. While group insurance 
is limited in its application to groups of 
not less than fifty employes of one 
employer and therefore must exclude 
all the small owners and small operators 
with less than fifty in the service, and 
for this reason practically excludes all 
agricultural workers, yet the sum total 
of lives insured represents about ten 
per cent of the total workers in this 
country. 

The mass idea as introduced into life 
insurance by the group plan has in turn 
developed other plans of selling in- 


d 


dividual insurance to aggregations of. 


employes under the Salary Savings or 
Salary Deduction plans. In these 
plans the employer fosters the taking 
out of life insurance by the employes 
and permits the premiums for such in- 
surance to be deducted monthly by the 
paymaster and remitted in mass to the 
insurance company. 

The life insurance company has by 
means of group insurance made far- 
reaching contacts with large employers 
that constitute important fields of in- 
fluence for the extension of the regular 
business. The regular or individual 


new business of the six leading group; 


insurance companies wholly exclusive 
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of group has increased, from the year 
1920 to the year 1925 inclusive, about 
four times the ratio recorded for the six 
leading life insurance companies special- 
izing in regular individual business 
only. 


BENEFTTS TO LIFE [INSURANCE 


Group insurance has realigned and 
is realigning the giants of life insurance. 
It 13 significant that the so-called group 
companies should be also the com- 
panies making the greatest gains in 
regular insurance. It is also to be 
noted that consistent with the develop- 
ment of group insurance from an idea 
in 1911 to its present large size, that the 

usiness of both ordinary and industrial 
urance has increased prodigiously. 
The only absolute deduction to be 
drawn from this is a negative one; 
namely, that group insurance has not 
retarded the development of the busi- 
ness of life insurance in any depart- 
ment. How it has helped the develop- 
ment in other departments cannot be 
stated accurately because of the variety 
of influences at work in the leading 
group companies, not the least of which 
is the progressive character of the com- 
panies pioneering and entering the 
group insurance business in the desire 
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to extend their life insurance franchise 


to the fuller discharge of its obligations 
and privileges. 

The ultimate end of group life in- 
surance is, within the limits of good 
underwriting, to make group Insurance 
as universal as the pay check. The 
pay check establishes the value of the 
worker’s life and pleads the need of 
insurance to cover the hazard. In 
working toward this end the employer, 
the employe, the insurance company, 
the agent, and society at large is 
benefited. The benefit to society hap- 
pily comes about in degree in the form 
of promoting production by promoting 
content through better industrial rela- 
tionships between employer and em- 
ploye. 

Without attempting the baffling task 
of quantitatively measuring what group 
insurance has done or may do in avoid- 
ing wasteful industrial strife, in avoid- 
ing wasteful changes of occupation for 
trivial causes or in avoiding wilful 
neglect, is it not sufficient to conclude 
from the continuing rapid growth of 
group insurance that it fulfills at least 
in part the enthusiastic judgment of 
one great industrial organizer who said 
paradoxically that “the cost for group 
life msurance is a profit.” 


Life Insurance Companies and Pension Plans 


By M. AunmerT Linton, F.A.S., F.LA. 
Vice-President, Provident Mutual Life Insurance Company of Philadelphia 


Poa systems have their origin 
in humanitarian considerations. 
The employe who has given many 
years oi faithful service must not in 
old age >e thrown out of work without 
some means of subsistence. Unless 
there is a means of retiring him satis- 
factorily, he may be retained in the 
service tar beyond the time when he 
can do Lis work efficiently. Although 
this may satisfy the employer’s feeling 
of responsibility toward the aged 
employe it may materially cut down 
the productive power of the group of 
workers. A well conceived pension 
plan meets the situation by supplying 
funds when they are needed to care 
for those who, for the good of the 
business, should retire. The retire- 
ment is effected comfortably and in a 
manner “hat does justice to all con- 
cerned. 

Psychclogical considerations are al- 
ways important in matters which 
affect group action. The very exist- 
ence of a satisfactory pension plan 
conduces Lo better work by employes— 
especially by those in middle life who 
are begimming to see the possibilities 
old age may hold in store for them. 
It helps greatly to have them feel that 
they will 5e protected from an old age 
of dependent poverty. A few in- 
dividuals >f course will have the ability 
and the will power to save so that they 
will have Funds available when old age 
comes. Un the other hand, many will 
not do sc and hence will present a 
problem when they become super- 
annuated. Pension plans are intended 
to solve that problem. 

Another psychological advantage of 


the pension plan is that workers in 
their prime have greater prospects of 
promotion, since the old age retire- 
ments encourage movement all along 
the line.. A loyal, contented force of 
workers, responding spontaneously to 
fair treatment, is one of the secrets of 
profitable management. 

A pension principle grown gray 
with age is somewhat as follows: The 
worker is led to anticipate a pension A 
that will be expressed as a percentage” 
of his average salary during, say, the 
last five or the last ten years of his 
employment. The percentage is ob- 
tained by multiplying his years of 
service say by 2 or 1144 or 1. There 
may also be a stipulation that the 
pension shall not fall below a stated 
minimum or rise above a stated 
maximum. 

To provide such pensions employers 
have frequently set aside each year in 
a separate fund a certain percentage of 
the pay roll. Since pensions are ob- 
ligations that normally mature only» 
after many years, the fund in an 
average establishment 1s bound to grow 
to what may appear to the employer 
to be an inordinate size before the 
pension payments assume large pro- 
portions. During the period of growth 
—and it is likely to be a relatively 
long period—the employer may come 
to be well satisfied with his system. 
Everything seems to be running 
smoothly. Then one day a cloud “as 
small as a man’s hand ” appears on the 
horizon. It grows larger and larger 
until it becomes evident that a storm 
threatens. The actuary is called in} 
Insofar as he can make reliable as- 
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sumptions as to the future, he is 
* likely to find that the present value of 
the liabilities is far in excess of the 
assets in hand plus the present value 
of the sums normally to be set aside 
for. the pension fund in the future. 


Either the plan must be modified or * 


the business must shoulder a serious 
financial burden—perhaps an impos- 
sible one. 

This has been the tragic history of 
many pension funds and the fact is 
becoming known to workers. They 
want certainty. Hence the old-fash- 
ioned pension fund, unless established 
on a sound actuarial basis (and that is 

dl impossible to accomplish 
ecause the unknown factors are too 
numerous) does not meet the basic 
requirements of a satisfactory pension 
system. The tragic failure of the 
pension plan of Morris and Company, 
the packers, has been a striking object 
lesson. The facts as briefly stated by 
the Babson Statistical Organization 
in their Business Supplement of Sep- 

tember, 1925, are as follows: 


The Morris Company Plan, started in 
1909, was a contributory system with 
voluntary retirement at fifty-five and 
obligatory retirement at sixty-five. Twenty 
years’ service was a prerequisite for the 
receipt of the pension. The company 
undertook to set aside $25,000 a year until 
the fund had reached $500,000. For 
thirteen years the plan operated and as 
employes retired their pensions were duly 
paid. By 1922 about 400 employes were 
thus pensioned when Armour & Company 
took over the Morris Company in a 
corporate merger. Those on the payroll 
of the Morris Company were absorbed in 
the pension plan of the Armour Company, 
but the 400 retired employes were left 
helpless. The Armour Company held they 
should be provided for by the former 
management, 

Here is the startling point in the situa- 
tion. When experts estimated—on the 
basis of life probabilities of the 400 pen- 
sioners-—how much money would be needed 


to pay their benefits, it was found that it 
would take 88,000,000. A court decision, 
following a suit by a group of pensioners, 
held that the pension plan created no 
contractual liability on the part of the 
company. 


The primary object in seeking the 
help of a life insurance company in 
setting up a pension plan is to make 
certain that pension obligations will 
be completely fulfilled. The life in- 
surance company’s first consideration 
will be to furnish a definite guarantee 
as to what a given series of current 
deposits will produce in the way of 
future pension payments. It will not 
underwrite a system which promises a 
pension to be determined as a per- 
centage of the worker’s salary during 
the latter years of his employment. 
The unknown factors underlying that 
system defy accurate actuarial forecast. 


Try SivaLe Peemrum DEFERRED 
ANNuITyY PLAN 


To meet pension requirements life 
insurance companies have developed 
a, plan based upon the single premium 
deferred annuity principle. It is a 
plan under which future liabilities are 
completely provided for as they are 
incurred. Premium payments are 
made periodically to the life insurance 
company which in return guarantees 
the payment of a stated amount of 
life income commencing at the retire- 
ment age. This plan has been adopted 
by the New York Stock Exchange for 
the employes of the Exchange and 
affiliated companies. 

A description of the way in which the 
Exchange plan works in the case of 
one of the employes will help to make 
clear the basic principles underlying 
the single premium deferred annuity 
plan. An employe thirty years of age 
had been in the service for five years 
and was receiving a salary of $62 a 
week when the plan was inaugurated. 
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First the Exchange paid for a life 
income to commence at age sixty-five 
amounting to $10 a month—arrived 
at by multiplying the period of past 
service by $2. This obligation, having 
been paid for by a premium at the 
inauguration of the plan, was assumed 
by the life insurance company and, 
withou: reference to the future pension 
policy cf the Exchange, was guaranteed 
to the employe provided he should 
remain jin the service until age sixty- 
five. 

The Exchange further undertakes, 
so long as the pension plan remains 
unchanged, to purchase each year an 
additional life income of $2 a month 
commencing at age sixty-five. Should 
the salary rise above $80 per week, the 
armounz of income that would be 
purchased each year would be increased 
from $2 to $8. Assuming, however, 
that the salary remained below $80 
there would be purchased during the 
thirty-ive years of service to 
sixty-five a life income of $70 a month 
(35 x £). This with the $10 a month 
purchased at the inauguration of the 
plan would mean a life income of $80 
a month or $960 a year. The life 
income paid for in full by the Exchange 
is called the service income. 

The Exchange, however, holds out a 
very real incentive to the employe to 
save or. his own account. It will double 
the se-vice income that it will cur- 
rently buy for the employe, provided 
the employe will apply at least three 
per cert of each month’s salary (taken 
tc the nearest dollar) to increase the 
life ircome payable at sixty-five. 
Three per cent of the employe’s salary 
in the present example yields $8 per 
month This payment for the re- 
mainirg thirty-five years will provide 
a life income of $68 per month—called 
the anwuitly income. 

Assuming that the salary will re- 
main unchanged, the retiring income 


nth, 
Per Month 
$10 


at age sixty-five will be $218 per mo 
made up as follows: 


Provided at inauguration of plan. 
Service annuity of 32 a month purchased 
by Exchange each year for ae 
years..... .. 70 
Additional service annuity of same 
amount purchased by Exchange be- 
cause employe is a depositor ... 70 
Annuity Income ee by employe’: 3 
own deposits.. 


$218 


This amounts to $2616 a year, more 
than eighty per cent of the present 
salary. If the employe desires he may 
deposit more than the minimum of $8 
per month and still further increase 
the retiring income arising from his” 
own. deposits. 

In the event of death before the 
income payments begin, the bene- 
ficiary will receive the total deposits 
made by the employe (without inter- 
est). If the retiring income shall have 
commenced and the employe shall die 
without having received in aggregate 
monthly income as much as he origi- 
nally deposited, the beneficiary will 
receive the balance. In the event that 
the employe becomes totally and 
permanently disabled after twenty 
years of service, payments will im- 
mediately begin on all the servicer 
annuities that have been secured for 
the employe up to the date of dis- 
ability. In addition, payment of any 
further deposits on the employe’s 
individual income annuity will be 
waived during disability. The effect 
of this waiver is to maintain the em- 
ploye’s income annuity certificate in 
full effect so that it will grow in value 
in precisely the same way as though 
he were himself making monthly 
deposits. Provision is made that if 
retirement should occur before or after 
age sixty-five the life income will be 
correspondingly reduced or increased + 
The employe receives a small certifi- 
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cate book which describes the plan 
* and provides a space for the affixa- 
tion of certain stamps evidencing the 
right to certain annuities as they are 
provided. 

If employment ceases before retire- 
ment from a‘cause other than death or 
disability, the employe takes nothing 
with him on account of the service 
income for which the Exchange has 
been making provision with its own 
funds. Instead the Exchange receives 
an appropriate cash surrender value 
from the life insurance company. 
This cash surrender value is used in 
part payment of the premiums pay- 
able to the insurance company for the 

uities that are currently being 
urchased. It is an important item 
and materially reduces what might 
otherwise be a heavy premium outlay. 

As far as any individual employe 
may be concerned, there is a yearly 
increase in the premium paid by the 
Exchange for the given service annuity. 
For example, the single premium re- 
quired at age fifty-five to purchase a 
stated life income commencing at age 
sixty-five will be approximately three 
times the corresponding premium at 
age thirty. If all employes who 
should live to age sixty-five should 

Aremain in the service, the aggregate 
premiums required would be contin- 
ually on the increase and would prove 
a heavy burden to the Exchange in 
later years. However, there is the 
inevitable turn-over which is con- 
tinually yielding surrender values from 
the service annuities of those who 
leave, thereby reducing the aggregate 
premium payments paid by the Ex- 
change. 

The single premium deferred an- 
nuity plan has the merit that the 
service income provided up to any 
given moment is completely provided 
for and does not create a financial 
problem for the future management of 


the Exchange. Should the Exchange 
ever abandon the plan, the life income 
that has been purchased prior to the 
abandonment would not be affected 
for the employes who remain to the 
retirement age. The contracts issued 
by the insurance company are par- 
ticipating so that premium payments 
are reduced periodically by distribu- 
tions of surplus. Some additional 
details of the Exchange Plan are given 
in the Note at the end of this article, 
p. 40. 


Tue Lever. Premrum Puan 


It will be noted that the single 
premium annuity principle is not 
employed in connection with the 
premiums paid by the employe who 
becomes a depositor. He pays a level 
premium year after year (except when 
his salary changes) for the income 
annuity he is to receive from his own 
payments when he attains age sixty- 
five. As we have seen, the level 
payment of $8 monthly at age thirty, 
continued to age sixty-five, will pro- 
duce an income annuity of $68 per 
month. We are therefore led to a 
consideration of pension plans involv- 
ing level premium payments which 
life imsurance companies have de- 
veloped for handling the employer’s 
obligation. 

Although the details of the level 
premium principle are numerous, the 
primary characteristic is that the 
contractual premium paid by the 
employer year after year remains un- 
changed. If the contract is partici- 
pating the premium will be reduced by 
periodical distributions of surplus. 
The premium at the outset will be 
larger than under the single premium 
deferred annuity plan, but it will not 
increase each year. Also the employer 
receives larger credits from the sur- 
render values of those who withdraw. 

The variations in the level premium 
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plan concern in large measure the 
benefits available upon withdrawal 
prior ta retirement. The larger these 
benefits, the larger must be the pre- 
mium to provide a given retiring 
income In the Stock Exchange plan 
the withdrawing employe who has 
been paying premiums toward his 
income annuity receives back all he 
has pad in without interest. A foot- 
ncte im the pamphlet describing the 
plan siows that at age thirty for 
exampl, $3 a month will provide a 
monthly income annuity of $25.50 
beginning at age sixty-five. Under a 
plan in which interest would be 
allowec upon withdrawal this would be 
reduced to $16.76. Expressed in an- 
other way, the interest plan at age 
thirty requires a fifty-two per cent 
greater premium to produce the same 
income annuity, commencing at age 
sixty-fi7e. 

Applying a level premium principle, 
the concrete case of the employe 
described under the Stock Exchange 
plan might work out as follows: If it 
is assumed that the employe is a 
depositor we have seen that in the 
event cf his remaining in service until 
age sixty-five he would be entitled to 
a service annuity of $150 per month. 
Insteac of building up this income 
piecemeal by a series of increasing 
single premium deposits, the Exchange 
would pay the level premium on a 
service annuity of $150 a month. Us- 
ing the same table as that underlying 
the income annuity paid for by the 
employ2, this would mean an outlay 
of about 644 per cent of his salary. 
This scunds high. However, the re- 
funds from withdrawals would materi- 
ally recuce the outlay as in the case of 
the single premium deferred annuity 
plan. The benefits available in the 
event ef death after the life income 
has commenced may of course be 
the same under the level premium plan 


‘the employes. 


as under the single premium deferred 


annuity plan. ` 


GENERAL CONSIDERATIONS 


It is not the function of this article 
to express a preference for one or the 
other of the two plans. Each has its 
merits. The specific circumstances 
may indicate which one would be the 
more satisfactory in any given case. 
Technical advice, however, should be 
sought. Life insurance companies 
specializing in the meeting of pension 
needs are always glad to help. The 
working force must be classified by 
age, sex, salary and period of service 
so that concrete figures may be ob- 
tained. If the employer is to receive 
a surrender value from the life nd 
surance company when an employé 
drops out, then a rate of withdrawal 
will be assumed and will play an 
important part in the estimate of the- 
cost to the employer. 

It is generally accepted that the 
most successful pension plans are 
those which elicit active support from 
This support is evi- 
denced by their contributing a part of 
the cost. In the Stock Exchange plan 
it will be recalled that the employe 
who is not a depositor receives merely 
a minimum unconditional service in-s 
come. The Exchange undertakes to 
double the service income currently 
provided if the employe becomes a 
depositor by contributing at least 
three per cent of his salary. It should 
be the aim of all pension plans to en- 
courage the employe to make some 
provision for his own old age. 

A formal pension plan involving a 
specific retiring income for each in- 
dividual should not be applied to a 
group of employes having a high rate 
of turn-over. If in a given age group, 
say the twenties, only one out of every 
twenty-five employes is likely to be mm 
the service at the retiring age, it would 
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be wasteful to keep a complicated set 
of accounts for each of the twenty-five 
in order-that the one person who lives 
to the retiring age may receive a 
pension. To meet this obvious dith- 
culty it is sometimes practicable to 
apply the plan only to the employes as 
they come into a certain classification 
set up to eliminate the employes who 
are most likely to be impermanent. 
For example, an employe might not be 
brought into the calculation until he 
had attained a certain age and served 
a minimum number of years. 

If it is impossible to establish a 
practicable classification that will pro- 
duce a group showing a moderate rate 
of withdrawal, then the formal plans 
such as we have been discussing are of 
doubtful value. They would involve 
too much wasteful lost motion. About 
the best solution in a case of this kind 
is for the employer to set aside regular 
sums with which to build up a fund to 
buy annuities for the employes who 
reach the retiring age. The annuities 
would be purchased from a life in- 
surance company so that their pay- 
ment, once contracted for, would be 
put beyond the vicissitudes of the 
business. 

The amount to be set aside should be 
determined with the aid of a qualitied 
actuary. It would probably be ex- 
pressed as a percentage of the current 
pay roll. However, at best it is difh- 
cult to make an accurate forecast since 
the uncertain element of persistency 
in the service plays a large part in the 
computation. Take for example a 
group of 100 employes, aged thirty to 
thirty-five. Whether five or ten or 
twenty will be in the service at age 
sixty-five, obviously has a large bear- 
ing on the amount of money that must 
be set aside to provide the premiums 
with which to buy the retiring income 
ås the employes reach the retiring age. 
In passing it may be worth remerk- 


ing that by an arrangement with a 
fiduciary institution the employer can 
relieve himself of the management of 
the accumulating pension fund. Such 
an arrangement places the care of 
the funds in the hands of those 
skilled in investment matters and more 
effectively separates the pension fund 
from the current conduct and demands 
of the business. 

In the plans that have been dis- 
cussed the assumption is made that 
the employes who withdraw prior to 
the retirement age from a cause other 
than death or disability will have no 
vested interest in the funds set aside 
by the employer for his ultimate pro- 
tection. This proceeds on the theory 
that the pension is to be paid in return 
for length of service and not on the 
theory that the pension funds are put 
aside as in a sense a part of the pay of 
the employe to which he is entitled if 
he leaves the service. Obviously the 
cost of a system which would give 
the employe a vested interest in the 
amount which the employer sets aside 
for his benefit, would be large. 


ACCRUED LIABILITIES 


No article dealing with pensions 
would be complete without reference 
to those troublesome things technically 
known as the “accrued liabilities.” 
Like the poor, they are always with us. 
They are the major problem requiring 
solution in the establishment of prac- 
tically every pension plan. What 
shall be done to make up for the past 
years during which there was no 
pension plan and in which, therefore, 
nothing was laid by to care for the 
employes who are approaching the 
retiring age? To build up a pension 
fund for them in the few years remain- 
ing before retirement requires a large 
sum that frequently weighs heavily 
on the employer. 

There is no magic way by which the 
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probler of the accrued liabilities can 
be solved. They must be technically 
computed and then faced. They need 
not be met in one lump sum payment. 
They may be met in a series of pay- 
ments extending over an appropriate 
period cf years. The method in each 
particular case must be determined in 
the ligkt of the given circumstances. 

In th2 brief space available it has 
been possible in this article merely to 
outline a few of the phases of the great 
problem of pensions. Experience has 
amply demonstrated the need for 
bringing the maximum of certainty 


ance from the outset. There is an 
increasing tendency in that direction.” 


Note: Additional Details of the Stock 
Exchange Plan 


(In this note are included a few addi- 
tional details of the Stock Exchange Plan 
which was described in its application to 
an employe aged thirty who had been in 
the service five years when the plan was 
inaugurated.) 

For each year of service during which an 
employe’s salary falls into one of the follow- 
ing classifications, the employe will receive 
an unconditional service annuity, paying a 
life income from age sixty-five as follows: 

Annuity’ for Each 


Salary Year of Service , 
Class A— 340 00 a week and under... 81.00 a month). 
Class B—#40.01 to $60.00 a week.. . . 1.50 a month 
Class C—360.01 to $80.00 a week. 2.00 a month 
Class D—380.01 a week and over. 8.00 a month 


into any pension plan. This is the 


primary reason why the help of life 
insurance companies is being sought. 
When the group of employes is un- 
stable, continually changing, the prob- 
lem is quite difficult. The life ın- 
surance company cannot be of much 
help ducing the active service of the 
employe. It can, however, take over 
the retiring income by selling an ap- 
prepriate type of annuity contract 


t 


For service ade before July 1, 1925» 
when the plan wes inaugurated the employe 
was considered being in the Salary Class-in 
which he was on July 1, 1926. 

If an employe becomes a depositor by 
depositing through pay roll deductions each 
month a minimum of three per cent of his 
salary (to the nearest even dollar), the 
Exchange will double the service annuity 
insofar as future service is concerned. 
Thus, for depositing employes, the follow- 
ing scale of service annuities will hold: 


As to Service Before As to Service After 


Salary Beginning Deposits Beginning Deposis® 
Class A—40.00 a week and under $1.00 a month $2.00 a month 
Class B—#40.01 to 880.00 a week .... .. 1 50 a month 3.00 a month 
Class C—#60 01 to 880.00 a week . 2.00 a month 4 00 a month 
Class D—380.01 a week and over .. ... 3.00 a month 8.00 a month 


when tke retirement occurs. 
other hend, when a group of employes 
is sufficiently stable, the life insurance 
compans can render material assist- 


1 


On the 


The following table gives the amounts 
of income annuity, in addition to service 
annuity, secured by men employes who 
deposit either $8 or $5 or 810 each month: 


Monthiy Deposiis 


Age at Ertry i $8 00 $5 00 $810 00 
into Plaı Income Annutty Payable Monthly for Life After Age 65 

20... $45.42 375.70 3151.40 
25.. 34.32 57.20 114 40 

: 30. 25.50 42 50 85.00 
85.. 18.54 30.90 61 80 
40 13 11 21.85 43.70 E 
45 8.85 14.75 29.50 ` 
50 5.55 9.25 18.50 
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If the employe leaves the employ or with- 
* draws from the plan, he has three options: 


(a) He may receive a full income an- 
nuity on his deposits by continu- 
ing to make regular deposits 
directly to the insurance company 
until age sixty-five, or 


(b) He may receive a monthly income 
for life after age sixty-five pro- 
portionate to the deposits he has 
already made, or 

(c) He may receive his money back in 
full (without interest). 


The Development of Adequate Protection for the 
Disabled Life Insurance Policyholder 


By Epwarp W. Marsta, F.A.S., F.A.LA. 
Associate Actuary, Provident Mutual Life Insurance Company of Philadelphia 


NE of the most impressivefeatures 
in the recent development of the 
life insurance business has been the 
rapid -ncrease in the value and popu- 
larity of the disability provision in life 
insuraace policies. Only twenty years 
ago the disability provision was a crude 
experiment, adopted hesitatingly by a 
few life insurance companies. It had 
many imperfections, its worth as an 
insurance measure was comparatively 
little. Like the “horseless carriage” 
it was viewed with suspicion by some, 
and dize predictions were made regard- 
ing the difficulties and disappointments 
which would follow its adoption. 
During the last two decades, how- 
ever, many important changes have 
taken place in the quality of the dis- 
ability protection offered, the attitude 
of life insurance companies towards the 
innovation, and its reception by the 
insuriag public. Today, the amount 
of life insurance outstanding in the 
United States and Canada under 
policies containing a disability provi- 
sion totals over $29,000,000,000, ac- 
cording to an estimate based on data 
recent.y obtained from a large number 
of representative companies, and this 
huge mmount is being increased by 
about 84,000,000,000 yearly. About 
thirty-eight per cent of the new life 
insurance policies now being issued 
includ= a disability, provision and 253 
out of 259 companies are using such a 
provision in their contracts. The 
economic significance of this develop- 
ment :s shown by the fact that already 
the disability benefits promised by 
outstanding life insurance policies total 


more than $8,200,000,000 yearly, or 
nearly as much as the annual expendi- 
tures of the United States Govern- 
ment. 

There are several reasons for this 
tremendous growth in the amount of 
disability protection furnished by life 
insurance companies. Jt is obvious 
that the value of the disability provi- 
sion as a “talking point” in the sale o 
life insurance is very great. ‘Total and 
permanent aisability is feared im- 
stinctively by everyone. It does not 
appear so remote as death. or old 
age. Toa man or woman whose entire 
income would cease at disability the 
appeal furnished by the disability pro- 
vision is strong. 

Furthermore, the modern disability 
provision is being accepted as a sound 
insurance measure. It has been said 
that “life insurance is a system devised 
to protect someone against the economic 
loss caused by the termination of a pro- 
ducing power.” The producing or in” 
come-earning power of a person may be 
terminated by any one of the three 
major physical hazards of life — death, 
old age, and total and permanent disa- 
bility. The well-known endowment 
policy furnishes insurance payable if 
the insured should reach old age or if 
he should die before that time. The 
disability provision now furnishes pro- 
tection in case the insured should be 
totally and permanently disabled. 
Thus the policyholder’s insurance pro- 
gram may become definite and well- 
rounded. Should his earning power be.. 
terminated by any one of these 
causes, a life insurance policy of suff- 
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; cient amount will provide funds to 
relieve the financial strain thus created. 
It is a fair question, however, to ask 
whether the modern disability provi- 
sion actually is meeting this economic 
need and furnishing adequate disa- 
bility protection. Is the increasing 
popularity of the disability provision 
fully warranted? In order to answer 
this question dispassionately, let us 
analyze the modern disability provision 
and determine whether it is meeting 
the needs of the disabled policyholder. 


MoDERN Disaprurry PROVISION 


There are two important parts of a 
disability provision: first, the definition 
of disability which indicates the cir- 
cumstances under which the insured 
will receive disability benefits; and 
second, the description of the benefits 
to be given if the disability should 
occur. As each of these parts has a 
great bearing on the value of the dis- 
ability provision, it will be enlightening 
to consider them separately. 

The Definition of Disability.—In 
framing the definition of disability, it 
has been an almost universal practice 
to ignore trivial disabilities which have 
no great economic significance. The 
“termination of a producing power” 
~ by bodily injury or disease is the con- 

tingency against which protection is 
desired. Consequently, until recently, 
the disability provisions have fur- 
nished protection only against “total 
and permanent disability.” Temporary 
disability, interrupting the insured’s 
income-earning ability through a short 
sickness, or partial disability reducing 
somewhat his earning power but not 
terminating it, have not been covered. 
These less serious types of disability 
have not been considered to be in the 
same class as the three major physical 
_hazards, death, old age, and total and 
‘permanent disability. Another practi- 
cal reason has been that the premium 


y 


for the disability provision would be 
increased considerably if benefits were 


‘to be paid on account of these relatively 


minor types of disability. A typical 
policy definition of “total and per- 
manent disability” is as follows, the 
insured being entitled to qualify for 
benefits under either part of the defi- 
nition: 

(1) The entire and irrecoverable loss by 
bodily injury or disease of the 
sight of both eyes or of the use of 
both hands or of both feet or of one 
hand and one foot; or 

(2) Disability caused by bodily injury or 
disease, which wholly prevents the 
insured and presumably will for 
life continuously and permanently 
wholly prevent hım from engaging 
in any business or occupation or 
performing any work for compensa- 
tion, gain or profit. 


Under definition (1) certain severe 
forms of disability are specifically 
covered even if the insured may be able 
to earn an income in spite of his handi- 
cap. This definition is used by about 
twenty-nine per cent of the companies, 
most of the remainder requiring that 
the two hands, two feet, or one hand 
and one foot must be completely sev- 
ered at or above the wrist or ankle 
respectively. The tendency seems to 
be, however, for companies to adopt 
the more inclusive provision quoted 
above. 

Definition (2) is a much more im- 
portant one as most of the total and 
permanent disability claims fall within 
its scope. The disability must be 
total so that it will “wholly prevent the 
insured from engaging in any business 
or occupation or performing any work 
for compensation, gain or profit.” 
This seems a stringent provision, that 
the policyholder must be unable to 
engage in any conceivable occupation 
of the most trivial nature. In the 
actual handling of claims, however, 
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companies have considered a person as 
totally disabled if, to all intents and 
purposes, he is prevented from working 
for a living because of bodily injury or 
disease. A consideration of the causes 
of disability shown below will reveal 
the fact that, in practice, the disability 
provisicn actually covers those types of 
severe disability which prevent the 
insured from earning a livelihood. 

The “urther requirement under de- 
finition (2), that the total disability 
shall b2 presumably permaneni, has 
created some difficulties in the handling 
of disability claims. It is often impos- 
sible foc any one to determine with 
-certainty whether “a given total dis- 
ability is or is not permanent. The 
best of medical authorities may differ 
in the Gagnosis of a given disease and 
the proznosis of its future course. In 
order to minimize the resulting com- 
plications, a number of companies 
have acopted a reasonable interpreta- 
tion of “permanent ”” disability so that 
cases cf total disability which un- 
doubtecly will be of long standing are 
considered permanent. The fact that 
many policyholders granted disability 
benefits have recovered from their 
““rermement” disability shows that 
companies have handled this matter in 
a liberel way. Nevertheless, the re- 
quirement that the disability shall be 
presumably permanent necessarily in- 
troduces a certain area of doubt into the 
disability provision. 

In 1920 the difficulty was solved by a 
further provision that total disability 
would be presumed to be permanent 
after it had existed continuously for 
ninety days. This was a great step in 
advance, as any doubt regarding the 
perman=ncy of the disability was re- 
solved in favor of the policyholder after 
ninety days. This broadened defini- 
tion, which is popularly known as the 
“ninety days” clause, is being adopted 
rapidly and it is estimated that over 
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sixty-five per cent of the new insurance 
now issued with a disability provision 
contains such a definition. 

It would seem that this “ninety 
days” provision should cover any 
disability which is likely to cause either 
the termination or the serious inter- 
ruption of the insured’s earning power. 
However, in order to settle this ques- 
tion let us analyze the types of claims 
actually approved under this defini- 
tion. 

Analysis of Actual Disability Claims. 
—In 1926, the Actuarial Society of 
America published the results of an 
investigaton of 6845 disability claims 
experienced under the “ninety days” 
clause by life insurance companies in 
the United States and Canada. The 
various causes of these claims are 
shown in the following table: 


TABLE I—Cavusss or Drsasnuary UnDar 
“Nivery Dars” Provision 


Percentage 
Cause of Total 
Disabled 
Tuberculosis (mainly of lungs). 20 
Accidents. .. ... i 18 
Neuralgia, neuritis and similar 


Tuberculosis of the lungs is the most 
important single cause of disability. 
The “ninety days” provision gives 
most efficient protection in event of 
disability from this cause. It insures 


\ 
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that the policyholder will receive 


* benefits during the remainder of his 


> 


total disability, even if 1t seems likely 
that an early recovery will result. By 
reason of the disability benefits re- 
ceived, the insured may be enabled to 
secure proper medical and sanitarium 
treatment, so that the likelihood of 
recovery is made greater and the period 
of total disability shortened—a most 
constructive economic result. 

The percentage of disability claims 
resulting from accident is larger in the 
abcve experience than normally will be 
obtained after the “ninety days” 
provision has been in use for a longer 
period and a greater proportion of 
policyholders has reached a more 
advanced age. At the older ages, both 
tuberculosis and accident become less 
important relatively and there is an 
increasing proportion of claims from 
degenerative diseases and insanity. 
As has been pointed out by other 
writers on the subject, disease is by far 
the most important cause of total dis- 
ability, although disability caused by 
accident attracts attention because of 
its more sensational nature. 

The Risk of Disability.—The types of 
disability set forth in Table I vary 
widely in their effect upon the finances 
of the insured and his family. Some 
are of comparatively short duration, 
others may be expected to persist for 
life. The economic importance of the 
disability provision depends on two 
factors: first, the size of the risk of 
disability against which protection is 
offered; and second, the length of time 
for which the disability continues and 
benefits are paid. It will be interesting 
to ettempt to measure these two factors 
and thus to make what may be termed 
a quantitative and qualitative analysis 
of the risk of disability. To obtain the 
information necessary for such an 


4 analysis, reference has been made to 


the published disability experience of 
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life insurance companies,! to the mor- 
tality experience of the company with 
which the writer is connected, and to 
fire insurance rates for protected brick - 
and frame dwellings located in Philadel- 
phia and its suburbs. 

The first column of the following 
table traces the subsequent fortunes of 
a group of 1000 men aged twenty-five. 
For example, it shows that before age 
sixty about 218 of them will have died; 
and about 162 will have become totally 
disabled for a longer or shorter period 
of whom fifty-two will live and remain 
disabled for two years or more. A 
similar table is given for 1000 men aged 
thirty-five, forty-five, and fifty-five 
respectively. These life histories are 
traced only to age sixty, as the period 
before that age represents the major 
part of the average person’s income- 
earning career and the comparisons 
thus have a greater economic signifi- 
cance. l 

Most of the cases of disability which 
continued for less than six months 
were terminated by the recovery of the 
policyholder; but nearly all of those 
cases continuing for at least two years 
were terminated by death, the disa- 
bility provision thus furnishing pro- 
tection to the insured during his re- 
maining lifetime. 

Several interesting deductions may 
be made from this table. Under the 
“ninety days” disability provision, the 
likelihood of becoming disabled before 
age sixty and receiving benefits for a 
longer or shorter period is over three- 
fourths as great as the risk of dying 
before that age. The risk of becoming 
disabled before age sixty and continu- 
ing in this condition for at least two 
years is several times as great as the 
chance of death from accident before 


1 The data for “Class (2)” and “Class (3)” 
of the Actuarial Society investigation above 
mentioned, “Class (3)” being given double 
welght. 
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TABLE [U-—Arproxmmats Number or Porsornoipens Our or 1000 Exrrcrnp to Surre BEFORE 
AGE 60 THE CONTINGENCY SHOWN O 





Contingency 


Dischility Tnder “ Ninety Days” Provision, Continu- 
ing for he Following Period After Bensfits Com- 


MINCE 


Any period whatever 
At leest 6 months. . 
“ « 2 years 
«£ sE 5 ét 
ae it 10 ae 
Death 
From any Cause. . 
“ Accident .. . 
“ Heart disease . 
“Tuberculosis. 
“ Pneumonia 
Fire Loss cn Average Residence 


The tutal fire losses of any size paid to the 1000 
men Lefore age 60 are equivalent to Payme 
of full value insured to about............. 


age sixty. In fact, the chance of þe- 
coming disabled before age sixty and 
remaining so for at least ten years is 
nearly as great as the probability of 
death before age sixty from such an 
important cause as heart disease. 

The financial effect of the residential 
fire hazard is shown by the fact that 
among 1000 men aged thirty-five, the 
ageregat= residential fire losses experi- 
enced before age sixty are, on the aver- 
age, about equivalent in amount to the 
payment of the full amount of the fire 
insurancz2 policy to twenty-four men 
out of the group. In reality, of course, 
the average loss by fire is a small 
proportien of the amount insured, and 
the number experiencing a fire loss is 
greater. At age thirty-five, twenty-one 
may exp2ct to become totally disabled 
before age sixty and remain so for at 
least ten years. ‘The financial conse- 
quences to twenty-one persons, result- 
ing from such a lengthy disability with 


Out of 


Out of Out of 


Aged Aged Aged Aged 
25 35 45 55 
162 140 112 55 

89 88 89 34 
52 46 37 19 
82 $0 25 12 
22 21 17 8 
213 185 147 59 
16 15 9 2 
26 25 21 7 
22 14 8 7 E 
16 14 11 5 
84 24 14 5 


the consequent termination of all 
earned income, would appear to be 
much greater than that of complete loss 
of one's residence by fire occurring to 
twenty-four persons. Prudent men 
protect themselves against the risk of 
loss by fire; this comparison empha- 
sizes the wisdom of carrying insurance | 
against the risk of disability. 

It should not be inferred, however, 
that the disability provision is the most 
important part of the life insurance 
contract. The above table shows that 
the risk of death is considerably 
greater than the risk of long continued 
disability and the likelihood of living 
until old age saps the strength and 
earning power is even greater. The 
disability provision, however, fills a 
distinct part in “completing the cir- 
cle of insurance protection” and if. 
it is omitted from the policy contract 
there is a substantial risk left un- | 
covered. 
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o BENEFITS IN Event or DisaBrLITY 
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The second important part of a dis- 
ability provision is the section which 
describes the benefits granted if the 
policyholder should suffer disability as 
defined in the policy. Here, too, there 
has been a great increase in the value 


of the disability provision in the last 


two decades. Let us examine the 
modern disability clause in the light of 
the needs of a disabled policyholder. 
As long as the insured remains dis- 
abled without income, his family is in 


-worse financial straits than if he were 


dead. To the living expenses of the 
family must be added the cost of any 
doctors’ and nurses’ services, hospital 
charges and other expenses of a dis- 
abled person. There is a great need 
for income to replace in part the earn- 
ings of the insured which were termi- 
nated by the disability. Furthermore, 
the life insurance carried by the in- 
sured is in danger. The premium 
payments become difficult to meet and, 
on the other hand, if the policy has a 
cash surrender value, there is a strong 
temptation to cancel the insurance 
outright and to obtain much needed 
funds, In order to remove this temp- 
tation and to preserve the insurance, it 
is essential that no premium payments 
should be required during the insured’s 
disability and that an income of a fixed 
amount should be paid to him. 

The modern disability provision 
meets this situation adequately. As 
soon as the insured becomes eligible 
for disability benefits, he is relieved 
from the payment of further premiums 
and commencing on the date when due 
proof of approved disability 1s pre- 
sented to the insuring company, he 
receives a monthly income of $10 for 
each $1000 insurance, as long as he re- 
mains totally disabled. Under a pol- 
icy for $25,000 insurance, for example, 
this income would be $250 monthly, 
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a substantial amount. Many com- 
panies provide for the disability in- 
come to be continued for the life of 
the insured, so that even after the 
maturity of an endowment policy the 
disability income is paid as long as 
the total disability exists. This provi- 
sion is a rather liberal one and while it 
may do some violence to the theory 
that the proceeds of the matured en- 
dowment policy are intended to replace 
the insured’s lost earning power thus 
making the disability income redun- 
dant, nevertheless, the additional funds 
are welcome as many policyholders do 
not carry an adequate amount of life 
insurance. 

Under the modern disability clause, 
the payment of these disability benefits 
does not interfere with other policy 
provisions. Dividends, cash and loan 
values, the insurance payable to the 
beneficiary if the insured should die or 
to himself at the maturity of an en- 
dowment policy—all are the same in 
amount as if the insured had not been 
disabled but had continued to pay 
premiums. This marks a great ad- 
vance over earlier forms of disability 
provision, under which the insured 
received the disability benefits at the 
expense of the beneficiary and the 
insurance payable to the beneficiary 
was reduced materially if not entirely 
after the disability of the insured had 
continued for a long period. Fortu- 
nately, this rather undesirable feature 
appears in but few disability provisions 
now issued. 

Space will not be taken to make an 
inventory of the less liberal disability 
provisions used by some life insurance 
companies in connection with new 
insurance. Time and the healthful 
influence of competition will tend to 
cause the improvement of those provi- 
sions which are seriously inferior. 
The situation today is far different 
from that outlined twelve years ago in 
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these peges? at which time many 
objectionable disability provisions were 
to be found and grave defects existed 
in many others. The greatly inferior 
clause is now the occasional exception. 
A few >rovisions survive which not 
only require that the disability shall be 
both total and permanent, but that the 
first payment of disability income shall 
be made six months after the fact of 
total and permanent disability has 
been established. This clause is mani- 
festly imperfect from an economic 
point of view, because of the hardship 
which such a long waiting period en- 
tails upon the insured and his family. 
Several other clauses provide that a 
waiting period of thirty, sixty or 
ninety days must elapse before proof of 
disabilit:7 may be submitted even if the 
disability is total and obviously per- 
manent. These requirements seldom 
appear m the newer “ninety days” 
provision, which usually provides for 
benefits to commence immediately (or 
practically so) upon receipt of proof of 
disability covered by the policy. 


Orume FeaTUBES 

_ Limiting Age—Nearly all of the 
modern disability provisions cover only 
disability occurring before the insured 
reaches age sixty, although a few ex- 
tend ths limiting age to sixty-five. 
Such a 1 mitation is necessary because 
it is difficult to obtain reliable statistics 
regarding total and permanent disa- 
bility at the older ages, and disability 
due to “bodily injury or disease” can- 
not be cistinguished always from dis- 
ability die to the infirmities of old age. 
A few companies provide a modified 
and smaller benefit in event of disability 
after the limiting age. This benefit 


2 Bruce D. Mudgett:—‘The Total Disability 
Provision in American Life Insurance Contracts,” 
Supplemen= to The Annals of the American 
Academy cf Political and Social Science, May, 
1915. 
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often takes the form of relief from pay- 


ment of premiums, such premiums as - 


are waived to be deducted from the 
insurance payable to the beneficiary. 
Women and the Disability Provision. 
—AÁn interesting anomaly is found when 
the disability provision is issued to 
women. The death rate among busi- 
ness women is favorable, thus making 
them excellent risks for life insurance. 
The rate of disability, however, is 
about fifty per cent heavier than 
among men. As an offset to this 
higher claim rate, some companies 
charge women a fifty per cent higher 
premium for the disability provision, 
while others charge the same premium 


as for men but modify the disability * 
benefits correspondingly. Still other” | 


companies do not issue the disability 
income provision to women under any 
conditions, while on the other hand 
some companies grant the provision to 
women on the same terms as to men. 
Most companies, however, do not issue 
a disability provision to married 
women. The whole situation evi- 
dently is in a transitional stage with 
companies endeavoring to find the best 
solution consistent with sound insur- 
ance principles. 

Limits of Amount.—The companies 
establish limits of insurance in con- 
nection with which they are willing to 


issue the disability provision. These 


limits are usually not over $25,000 or 
$50,000 for the disability income 
provision and $50,000 to $100,000 for 
the premuim-waiver-only provision. 
It is often required that the insured's 
disability coverage in all companies 
combined must be well within the 
amount of his earned income which 
would be terminated if he should be- 
come totally disabled. These limits 
are necessary as the incentive to 
malingering is greater and the ten- 
dency is for a disability claim to con- 
tinue for a longer period, in the case of 
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a person who would receive a disability 


income almost equal to that derived 
from his regular occupation. 


Recent DEVELOPMENTS 


It is evident that the development of 
the disability provision has by no 
means ceased. Clauses with new vari- 
ations in the definition of disability and 
the benefits specified are appearing 
from time to time. As some of these 
provisions may have an influence on 
the development of the disability pro- 
vision in the near future, it will be 
interesting to consider them. 

Extension of Benefits —Although the 
income payable during disability is 


E, usually described as $10 monthly for 


W 


each $1000 insurance, certain de- 


- partures from this standard have been 
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made recently. Two companies, at 
least, fix the amount at $15 monthly 
per $1000 insurance. At least three 
others provide for the income to be $10 
monthly per $1000 insurance for the 
first five years of disability, $15 monthly 
for the second five years and $20 
monthly thereafter. This “accumula- 
tive” benefit does not increase the pre- 
mium greatly, for, as shown in Table 
II, the increased benefits after the fifth 
year would be received by only about 
twenty per cent of the persons who had 
become disabled. Another company 
uses an alternate disability provision 
specifying an income of $5 monthly per 
$1000 insurance. A few companies do 
not provide for any income whatever, 
limiting the disability benefits to the 
premium waiver only, and many 
others will issue the premium-waiver- 
only provision on request. 

In this connection it may be inter- 
esting to discuss what general consid- 
erations should be borne in mind in 
establishing the amount of monthly 
disability income for each 81000 in- 


¢surance under the policy. Undoubt- 


edly the disability income should be 
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large enough to minimize the tempta- 
tion to surrender the policy for its cash 
value. However, the income payable 
in event of disability should not exceed 
greatly the income which would be 
available under the so-called optional 
methods of settlement when a policy is 
terminated by death of the insured or 
by maturity as an endowment; other- 
wise the least important of the three 
major contingencies covered by the 
policy would be given the most weight. 
While no dogmatic conclusion can be 
reached, the income of $10 per month 
per $1000 insurance seems to be a 
reasonable one in'the light of these 
considerations, the income of $5 
monthly appears somewhat small and 
the income of 820 per month dispro- 
portionately large. 

Another one 'of the newer develop- 
ments is in regard to the exact date 
from which the benefits commence. 
The usual “ninety days” clause pro- 
vides that if the insured is totally but 
not presumably permanently disabled, 
the first monthly income payment falls 
due after he has remained totally dis- 
abled for ninety days, no payments, 
however, being made for the ninety 
days. Several disability provisions 
which have appeared recently specify 
that in such case, after the insured has 
remained totally disabled for ninety 
days, the disability income will be 
retroactive so that the first monthly 
payment will be made as of the end of 
the first month of total disability, the 
temporarily disabled insured thus re- 
celving two more monthly payments 
than under the older form of “ninety 
days” clause in general use. The main 
disadvantage of this new provision is 
that much of the increase in premium 
which is required for it, is due to the 
additional income payments to be 
made on the many cases of total dis- 
ability of short duration, whereas the 
main purpose of the disability provision 
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is to afford coverage in cases of long 
continued total disability. 

A recent development has been the 
definite provision that disability bene- 
fits will be paid from the date when the 
policyholder was first eligible to receive 
them, regardless of the time elapsed 
until the company receives notice of the 
disability. At present the majority of 
the disability provisions specify that 
` benefits shall begin only “after date of 
receipt by the company of due proof” 
of disability. The reason for this 
requirement is obvious. When a con- 
siderable length of time has elapsed 
since the beginning of disability it is 
difficult to establish the exact date 
when it commenced, as many facts 
have become blurred with the passing 
of time and the usual independent 
medical examination of the insured at 
the outset of his disability cannot be 
made by the company. On the other 
hand, it has been felt that if, for ex- 
ample, the policyholder had become 
insane and was confined to an asylum 
and the disability claim was not pre- 
sented perhaps because the family was 
unaware of the existence of the disa- 
bility provision, it is rather illiberal not 
to date back benefits, if all the facts are 
clear. 

These points of view are in some 
cases being erystalized in disability 
provisions, a few companies specifying 
that beneats shall be dated back to the 
beginning of disability whenever oc- 
curring, provided the disability is still 
in existence, while others provide that 
the benefits shall be so dated back for 
not more than six months. This latter 
provision has been adopted by several 
companies recently and has gained 
‘favor because it seems to be a practical 
solution of the problem, furnishing a 
middle ground where the consequences 
of the delay in making claim are shared 
by the insured and the company. 

Variations in the Definition of Dris- 
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ability —The provision in the “ninety 
days” clause that total disability will 
be presumed to be permanent after it 
has continued for ninety days, is varied 
by some companies, a period of thirty 
days, sixty days or six months being 
used. If the period specified is too 
short, many relatively minor tempo- 
rary disability claims must be provided 
for, thus making the premium consider- 
ably higher. On the other hand, a 
waiting period of six months entails 
hardship as already stated above, be- 


M 


cause of the long period of time before ` 


benefits commence. The “ninety days” 
clause seems to furnish a reasonable 
compromise between these extremes. 

Occupation Disability Provision. — 


` Another recent development has been 


the broadening of the definition of 
disability to cover cases where the 
disability causes loss by preventing the 
insured from following an occupation 
for which he has undergone a long and 
specialized training. If, for example, 
a successful practising dentist should 
lose the fingers of one hand and thus be 
compelled to give up his profession, he 
would suffer a financial loss propor- 
tionate to the difference between the 
income he was receiving from his pro- 
fession at the time of his disability and 
that which he is able to earn there- 
after. In former numbers of The 
Annals? it was urged that the defini- 
tion of disability should include disa- 
bility which renders the policyholder 
incapable of pursuing his regular 
vocation. It was pointed out that the 
use of such a definition would not in- 
crease greatly the premium for the 
disability provision, but, on the other 
hand, the provision would give more 
adequate coverage to persons engaged 
in professional work. 


3 Bruce D. Mudgett, The Annals of the 
American Academy of Political and Social 
Science, Supplement for May, 1915, p. 47; 
regular number for March, 1917, p. 144. 
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In the last three years two life in- 
ê surance companies have commenced 
to issue such a disability provisicn to 
persons engaged in certain specified 
professions, at a premium which is 
about fifty per cent higher than 
that charged for the regular dis- 
ability provision used by these com- 
panies. This broadened provision is 
similar to the “ninety days” clause 
described above, except that total 
disability is defined as “disability 
caused by bodily injury or disease 
which wholly prevents the insured from 
following his occupation.” The pro- 
fessional men. covered are physicians 
and surgeons, lawyers, qualified osteo- 
paths, dentists, auditors and account- 
ants possessed of proper degrees, and 
male teachers in high schools or col- 
leges who have been teaching for at 
least three years prior to application. 
This definition of disability is somewhat 
like those employed for several years 
by certain accident and health insur- 
ance companies. 

Different opinions exist regarding the 
desirability of using this definition of 
disability in the life insurance contract. 
One point of view is that 1t is unwise as 
well as economically unsound to use a 
disability provision which will reduce 
the financial incentive for a policy- 
holder to make the effort to become 
successful in a new occupation after he 
has suffered a disability which prevents 
him from following his former occupa- 
tion. If a young dentist should lose 
the fingers of oñe hand and be pre- 
vented thereby from following his oc- 
cupation, there would be many other 
gainful occupations open to him where 
his impairment should not interfere 
greatly with his earning capacity. At 
worst, his disability would cause a 
temporary loss or reduction of income. 
The payment to him of a disability 
‘income for life, would seem to be an 

economic absurdity. On the other 
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hand, if he were a much older man at 
the time of disability, it would be much 
more difficult for him to adjust himself 
to the changed conditions and to enter, 
with any prospect of success, a new 
strange field of endeavor, although 
even here in many cases the change of 
occupation might be accomplished suc- 
cessfully after a period of readjustment. 
It is felt by some students of the sub- 
ject that the present “ninety days” 
clause with the usual definition of total 
disability affords protection in most of 
the economically deserving cases en- 
countered, without making it necessary 
to pay a disability income for life to a 
policyholder with a minor but perma- 
nent physical disability who, while pre- 
vented from engaging in one specialized 
occupation, may be able to engage in 
other equally gainful occupations after 
a period of readjustment. As the 
“occupational” clause has been ap- 
plied only to a very few specified pro- 
fessions, and its extension to other 
occupations would not only create 
some underwriting difficulties but would 
also require an elaborate classification 
schedule similar to that used by acci- 
dent and health companies, thus in- 
creasing the expense to all for the 
benefit of a few, it is felt that where 
special “occupational” coverage is 
desired the client could obtain it from 
an accident and health insurance 
company, although this course would 
not be necessary in most instances. 
The other point of view is well stated 
in the former numbers of The Annals 
referred to above. It will be interest- 
ing to follow the development of this 
“occupational” disability provision 
and to see to what extent it will be 
adopted by life insurance companies. 


SIGNIFICANCE OF DEVELOPMENT OF 
DISABILITY PROVISION 


One of the most significant features 
of the rapid development of the dis- 
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ability clause has been the fact that 
this development has been entrrely 
unaccompanied by regulatory state 
legislation. In the earlier days of life 
insurance it was not uncommon for 
companies with inferior or deficient 
policy provisions to be compelled by 
legislative enactment to improve their 
contracts. i 

The history of the disability provi- 
sion exemplifies the great change which 
has taken place in this respect. The 
development of the disability provision 
from its early crude stage and the 
almost universal improvement of in- 
ferior clauses have come solely through 
the initiative of the life insurance 
companies themselves. They ilus- 
trate vividly one of the most interesting 
phases of modern business—the con- 
tinual efort to uncover latent eco- 
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nomic needs and to supply the means 


with which to meet them. 

Unhampered by legislative restric- 
tions which at times may crystallize 
the status quo instead of encouraging 
further upward evolution, and urged by 
the stimulus of healthy competition and 
desire for company leadership in pro- 
gressive measures for the benefit of 
policyholders, the companies have 
broadened and liberalized the disability 
provision until it has become a valuable 
feature of the life insurance contract. 
The disability provision is a child of the 
modern institution of life insurance and 
the tremendous popularity which it 
now enjoys is a testimony to the fact 
that, in developing this newer phase of 
insurance protection, the efforts of the 
companies have met with public ap- 
proval. 


a 


Life Insurance as an Aid to Education and 


Philanthropy 


By Jony A. STEVENSON, PH.D. , 
Second Vice-President, The Equitable Life Assurance Society of the United States 


OMMENTS on the rapid growth 
of the life insurance business 
during recent years usually are to be 
found on the financial pages of the 
various daily papers. It is not strange, 
therefore, that the facts and figures 
most often brought before the attention 
of the public are those dealing with the 
gigantic volume of funds accumulated 
by the life insurance companies and 
the number of billions of insurance in 
force. 

Like all business organizations, the 
various life insurance companies are 
making an effort to increase their 
volume of business year after year, 
and the public is interested in the 
aggregate result. Few people stop to 
realize, however, what the life insur- 
ance companies are trying to do in the 
way of improving the service they offer 
to the public. 

It goes without saying that the vari- 
ous companies are not attempting to 
offer yearly model policies, including 
advantages and features in the “1927 
models” which the “1926 models” did 
not possess. What they are attempt- 
ing to do 1s to assist their policyholders 
in carrying out their plans for the 
future. 


As A PHILANTHROPIC ÁGENCY 


Formerly most insurance was bought 
and sold on the theory that a $5000 or 
$10,000 policy was a good thing to 
have, and the bigger the policy the 
better off both agent and policyholder 
were. During the past few years, 
? however, the insurance companies have 
stressed the importance of insurance as 
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a means of serving human needs; that 
is, they have attempted to show how 
insurance may be used to extend the 
economic value of a human life into the 
future, and they have provided modes 
of settlement under their contracts 
by means of which policyholders may 
attain specific objectives. 

The increasing appreciation of the 
value of insurance on the part of the 
public and the realization that insur- 
ance provides a practical method of 
assuring the fulfilment of particular 
plans, have resulted in the use of life 
insurance not merely for family protec- 
tion, but for the replacement of a key, 
man's financial value to his business, 
for the prevention of shrinkage in 
estates due to inheritance taxes, and 
for philanthropic purposes. 

Most life insurance is bought today 
and most life insurance will be bought 
tomorrow in order that when a policy- 
holder dies, the insurance money may, 
wholly or partly, replace his earning 
power to his family. When we realize 
that in this country today there are 
over 58,000,000 policyholders whose 
total life insurance amounts to ap- 
proximately $80,000,000,000, and take 
into consideration the fact that a large 
part of this insurance is for the pro- 
tection of women and children, the 
institution of life insurance assumes 
gigantic proportions as a philanthropic 
agency. 


HELPING THE INDIVIDUAL 


In many cases the life insurance 
funds constitute the only money on 
which the family can depend in case 
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the breadwinner dies. Even a small 
amount of life insurance may mean 
the difference between independence 
and dependence for that family. A 
survey of the “Aged Clients of Boston 
Social Agencies” showed that 213 of 
the 404 women needing charitable aid 
received less than six dollars a week. 
It requires little effort, therefore, to 
visualize the benefits of a life insurance 
policy which would provide a life in- 
come of $25 a month. The preface 
to this survey, moreover, makes the 
following significant statement: 


The results of this study prove that the 
risks of being left without the means 
of meeting the economic helplessness or 
expensive illness ‘of old age are not confined 
to the workers with low earning capacity, 
but are shared by persons in all ranks of 
society. 


Life insurance, likewise, makes its 
contribution to education by helping 
the individual. Most present-day par- 
ents are anxious to have their children 
equipped for successful careers by 
adequate education. The stumbling 
block is often lack of funds. A labor- 
ing Man may earn enough to support 
his family and send his son to high 
school as long as his income continues. 
But suppose the father is killed in an 
accident when the boy is still in the 
lower grades. The chances are the 
son will have to leave school as soon 
as the law permits in order to support 
himself, and possibly to support his 
mother also, unless life insurance 
funds rep.ace the father’s earning power 
in the form of an income payable until 
the boy has at least had an opportunity 
to finish nigh school. In cases of this 
kind, life insurance furnishes the one 
method by which the breadwinner can 
protect his family. Day-by-day ex- 
penses take the greater part of his 
wages. He can, therefore, save only 
relatively small amounts yearly and 


other systems of saving would provide 


for his family only the amounts which 
he had actually saved instead of the 
amounts he had hoped to save if he 
lived. 

While, of course, a college education 
in most cases cannot be regarded as an 
absolute essential to success, it is never- 
theless true that under modern business 
conditions it is becoming more and 
more of a necessity if a man is to make 
his mark in the world. Between 1910 
and 1928, for example, the enrollment 
in our higher institutions of learning 
has almost doubled, rising from 340,628 
in 1910 to 626,124 in 1928. Since the 
increase in our population during this 
period was not nearly so great, rising 
from 91,972,266 in 1910 to 110,668,552 
(estimated) in 1923, the fact seems 
obvious that if a greatly increasing 
proportion of our citizens are college- 
trained, those who do not have this 
training will be more and more at a 
disadvantage. 

Many life insurance companies have 
made special plans for safeguarding the 
education of the youth of this country 
by means of “educational policies.” 
In the event of the father’s death, the 
funds payable under an “educational 
policy” are held on deposit by the 
insurance company until the child 
reaches college age, and then may be 
paid in instalments during the college 
course. 

Since, even if the father is living, lack 
of funds at the time a boy or girl is 
ready to go to college is often the diffi- 
culty which stands in the way of a 
college education, a simple method of 
guaranteeing that the necessary funds 
will be available, whether the father 
lives or dies, is to have the policy writ- 
ten on the endowment form. In case 
the father dies, the funds may then 
be held on deposit by the insurance 
company until needed for 
expenses; if the father lives, the funds 
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will be ready without causing a heavy 
drain on the family pocketbook. 

If we look on life insurance as a 
means of serving human needs, such 
as the need for support on the part 
of the family and for education on the 
part of the children, there is no reason 
why it should not be looked upon as a 
means of serving institutional needs as 


well. The same difficulties might pre- - 


vent a college from receiving a gift 
which one of the alumni would like to 
have made, as might stand in the 
way of a child’s receiving the college 
education his father would like to have 
given him: the estate might not be 
large enough at death, or the necessary 
funds might be lacking at the time 
needed during the man’s lifetime. In 
both cases, life insurance would furnish 
a practical plan for replacing the value 
that was lost. 

If all the money were given to char- 
itable institutions that people intended 
to give, their endowments would be 
vastly increased. A young man leaves 
college with a warm feeling in his heart 
for his Alma Mater and with the idea 
that “later on,” when he has been able 
to save money, he will make a substan- 
tial contribution in return for advan- 
tages he has received—but he never 
saves the money. A woman feels she 
would like her annual contribution of 
$50 to a foreign missionary school 
to be continued after she dies, but a 
gift of $1000, to create a fund on which 
850 a year interest could be earned, 
would be out of the question during 
any one year, for it would mean giving 
up nearly her whole allowance for that 
year. A business man may be making 
money rapidly, and while he keeps 
the money invested pretty closely, his 
idea is to make, in the future, a sub- 
stantial gift to a hospital in which he is 
particularly interested. He dies before 
he has accumulated an estate of a size 
which he thinks allows the setting 


aside of funds for this gift, and his heirs 
do not feel that it is incumbent upon 
them to carry out the plan. 

In all these cases the value of the life 
insurance plan to the individual is 
perfectly obvious. In the first place, 
the gift can be made through relatively 
small annual contributions instead of 
necessitating a large outlay at one time. 
In the second place, the fact that 
premiums must be paid at a certain 
time supplies a stimulus to saving 
which ordinary savings plans do not 
have. Life insurance premiums usu- 
ally have their place on the budget 
while deposits which can be made when 
it seems convenient are usually never 
made. The chief advantage of the 
life insurance plan, of course, is that 
death does not cut off the possibility 
that the gift will be made, but, rather, 
makes available the funds for the gift. 

Most present-day life insurance poli- 
cies provide not only that the proceeds 
may be paid in cash but may, if the 
insured prefers, be paid in instalments 
over a given number of years, or the 
proceeds may be left on deposit at 
interest with the life insurance com- 
pany, the principal sum being held 
intact and paid at a specified time. 
These so-called “settlement options” 
often furnish a particularly convenient 
method of settling insurance taken out 
for bequest purposes, eliminating diffi- 
culties which might otherwise confront 
the executors in carrying out the wishes 
of the persons making the gifts. 


Ais to BEQUESTS AND ENDOWMENTS 


Co-operative effort on the part of life 
Insurance companies and trust com- 
panies, in many instances, adds to the 
advantages of the life insurance be- 
quest. In certain cases the trust 
company, with its discretionary powers, 
can carry out the wishes of the person 
contemplating a life insurance bequest 
more satisfactorily than could the life 
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insurance company through its settle- 
ment options. The insurance may 
then be paid to the trust company as 
truste2 under the terms of an agree- 
ment which provides for the distribu- 
tion of the insurance proceeds accord- 
ing to the policyholder’s wishes. 

The advantages to educational and 
philanthropic institutions of bequests 
in the form of life insurance are nu- 
merous. 

Much publicity was recently given 
to the shrinkage in the estate of H. C. 
Frick on account of high inheritance 
taxes, as a result of which various 
educational institutions received less 
than 2e intended they should have. 
The canger of shrinkage is avoided 
under the life insurance plan, however, 
for the proceeds of the insurance policy 
are paid in full to the institution named 
as ben=ficiary. l 

There is another great advantage in 
the fsct that the bequest is paid 
promptly. Several years often elapse 
before the estate of a wealthy man can 
be settled and, in the meantime, funds 
which he intended for philanthropic 
purposes are not available. On the 
other sand, life insurance companies 
take considerable pride in the prompt- 
ness with which claims are paid. 
About ninety-eight per cent of the 
claims of one large company are paid 
within twenty-four hours after proofs 
of death have been received. 

The life insurance plan also helps 
to eliminate complications and possible 
legal difficulties. Suppose, for ex- 
ample, after providing for a specific 
charitable bequest a man leaves “all 
the rest, residue, and remainder” of his 
estate to his family. If the family are 
forced «o liquidate valuable assets at a 
sacrifics to obtain the amount required 
for the bequest, or if the bequest takes 
a large- portion of the estate than the 
donor intended it should, it is easy to 
see how complications and il feeling 
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between the family and the institution 


may result. 

The idea that life insurance furnishes 
a practical plan for meeting individual 
human needs is not, at the present time, 
so deeply rooted as it will be in the 
future, and the idea that life insurance 
may be of inestimable value in serving 
the needs of institutions has, in a sense, 
just begun to sprout. More may be 
said, therefore, about the possibilities 
of this plan of making bequests than 
of actual results. It stands to reason, 
however, that persons may be induced 
to give larger amounts if the sums they 
are to contribute represent only the 
equivalent of a relatively small rate 
of interest paid on the fund rather than 
a gift of the whole amount at one time. 


Also, many people who can afford only , 


small yearly contributions can accumu- 
late gifts of one or two thousand dollars 
in this way and it is often easier to 
obtain ten $1000 gifts from ten peo- 
ple than one $10,000 gift from one 
person. 

While the possibilities of bequest 
insurance have not yet begun to be 
realized, the records of the various 
companies, even now, show hundreds 
of policies under which educational, 
philanthropic and religious institutions 
are named as beneficiaries and many 
institutions have already received gifts 
or bequests through the channel of 
life insurance. 

The plan of increasing the endow- 
ment funds of colleges by means of 
insurance is becoming increasingly 
popular. In most cases, the members 
of college classes take out relatively 
small twenty-year endowment policies 
on their lives, payable to their Alma 
Mater at the end of the twenty years 
or at their death. The total amount 
of these policies represents a substantial 
contribution. For example, Princeton 
University, it is said, will receive over a 
million dollars from the endowment 
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policies now in force on the lives of their 
Alumni. 

Recently, during a drive to increase 
the endowment fund of the Children’s 
Orthopedic Hospital in Seattle, $900,- 
000 was subscribed through twenty- 
year endowment policies, and in about 
a year after the end of the drive the 
first $1000 was paid at the death of one 
of the subscribers. 

In 1904, a number of priests in the 
Catholic Diocese of Newark, New 
Jersey, took out endowment policies 
to aid in financing the building of a 
new cathedral. At that time the 
ground had not been broken for the 
cathedral which has since been erected. 
The records of one company show that 
of the 108 policies taken in that com- 
pany, twenty-five have matured by 
death, each having a value of #1800, 
resulting in a total of 882,500 paid into 
the cathedral fund. The remaining 
eighty-three policies matured at the 
end of their respective endowment 
periods and an additional $107,900 
plus dividend accumulations was paid 
into the fund from this source. 

The increasing demands upon educa- 
tional and philanthropic institutions 
and the increased cost of administering 
these institutions present a serious 
problem to those responsible for raising 
the necessary funds. The president 
of one of this country’s largest and 
most influential universities, in his 
1926 report on the university’s financial 
condition, said: 

On the surface, this statement appears 
to be satisfactory, but it must be repeated 
that this is only appearance, since in reality 
these results are reached by crippling and 
impeding the work of the University in 
many ways. There is a kind of economy 
which apes the most extreme form of 
extravagance, and that happens when those 
who carry on the intellectual and spiritual 
work of the world are denied the where- 
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withal to make their activity in the highest 
degree successful and effective. 


Hf, as H. G. Wells states, “the under- 
development of universities and educa- 
tional machinery is like some under- 
development of the brain and nerves, 
which hampers the whole growth of 
the social body,” then the contribution 
which life insurance can make to educa- 
tion, if properly understood, can readily 
be appreciated. Moreover if, as Mr. 
Wells states further, “education is the 
preparation of the individual for an 
understanding and willing co-operation 
in the world’s affairs,” then the part 
which life insurance is playing at the 
present time in enabling individuals 
to obtain this education has no small 
significance. 

FUTURE POSSIBILITIES 


It does not require a great stretch 
of the imagination to see the need for 
much charitable work wiped out by an 
intelligent use of life insurance. A 
prominent banker of St. Louis made 
this remark some time ago: 


I believe if ten per cent of the amount 
spent by organized charities in St. Louis 
were used systematically for a period of 
ten years buying life insurance, thus aiding 
the poor they are now trying to relieve, the 
charity organizations would have much 
less work to do at the end of ten years, and 
thousands would be benefited and made 
happier on account of the insurance. 


Needless to say, there is a long road 
to travel before the need for even a 
few philanthropic institutions will be 
wiped out by life insurance. This goal 
may never be reached. In any case, 
however, life insurance can aid in solv- 
ing some of the most pressing problems 
which confront those responsible for 
the financing of philanthropic institu- 
tions and will aid if intelligently used 
and understood. 


The Modern Life Underwriter 


By Jonn Marsana HorncomBB, JR., LL.B. 
Manager, Life Insurance Sales Research Bureau 


N the development and refinement of 
business activity in a young coun- 
try, it is frequently observed that pro- 
duction problems claim attention be- 
fore th2 allied questions of distribution 
are ser_ously considered. ` 

Such a condition has clearly obtained 
in the United States, where the ern- 
phasis on production has resulted in 
remarkable improvement in mechanical 
and other operations. To a degree 
never before approached, we have 
already sean the production of goods 
and services steadily improved; and the 
field of this improvement covers as wide 
a scop2 a3 business itself embraces. 
We heer constantly, for example, that 
today a machine can do a volume of 
work which previously was done by 
five or ten workers—and furthermore 
that it can do the work better. More 
and better goods are the result. 

The study and solution of these pro- 
ductior problems have attracted the 
best inventive genius; and the resulting 
achievements have placed the United 
States m a position which she could not 
otherw-se have occupied. In this effort 
to produce more and better goods, the 
idea necessarily grew that if goods were 
improved, their distribution would 
satisfactorily take care of itself. Many 
executives in all lines of business sub- 
scribed—often unconsciously—to this 
conclusion, and as a result their dis- 
tributicn policies and practices were 
left for secondary consideration. The 
president of a large corporation who 
said that his sales force was a great 
trial to him but apparently a necessary 
evil differed from many of his contem- 
poraries only in his frankness. 
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Coming generations will undoubtedly 
regard the Great War as a dividing 
point between the customs and practices 
which were in use before 1914 and 
those which followed 1918. Such an 
attitude is already justly held by many 
men in regard to the problems of dis- 
tribution. They recognize that many 
lmes of business have spent time and 
money in studying these problems in 
the last eight years far beyond what 
was deemed advisable even five years 


before. 


APPLYING Sates Resparce to Lire 
INSURANCE 


Sales effort involves men and mar- 
kets, in regard to both of which it is 
possible to secure vital information 
through what has come to be called 
salesresearch. Until very recent years, 
the word “research” was almost 
wholly connected, at least in popular 
conception, with laboratories, where 
chemical or similar experiments were 
carried on. Since 1918, many corpora- 
tions, as well as governmental and 
private agencies, have applied the 
principles of research to many sales 
problems—to a study of the markets in 
which sales are to be made, as well as 
to a study of the men who are to do the 
selling. Territorial analysis and per- 
sonnel studies are today commonly 
used to aid in better distribution. 

In the field of life insurance, there 
has been a development similar to that 
which has just been described. The 
mathematicians and doctors brought 
life insurance to a position such that 
guess work in the acceptance or under- 
writing of risks has largely been super- 
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seded by facts secured through the 


application of scientific principles to 
many intricate problems. ‘In this 
particular branch of life insurance 
activity, there has been developed 
through research a scientific foundation 
upon which the whole structure of the 
institution has been built. 

But while that phase of the business 
was receiving attention, the sales or 
distribution end was being largely 
ignored so far as careful study was 
concerned. It was early recognized 
in the United States that a sales force 
was a necessity in the active solicitation 
of business. The taking of a life in- 
surance policy is a peculiarly unselfish 
act, and the need of salesmen was 
considered necessary from the dawn of 
life insurance in the United States— 
about 1850. ; 

The operation of the sales force has 
been developed through a system of 
local agency units, each of which is 
intended to be a distributing center 
through which the salesmen, usually 
called agents, are expected to operate. 
The managers of these local agencies 
are charged with the responsibility 
of securing agents to work for them, of 
training those men and of thus building 
a local sales force for the sale of life 
insurance in that community. These 
managers are of course responsible to 
their home offices, where the officers 
of the corporation are located and 
through whom the affairs of the com- 
pany are in general directed. 

Life insurance in the United States is 
now approximately seventy-five years 
old, and during most of that time— 
certainly fifty years—the operation of 
the sales organization was carried on 
with very little effort at making care- 
ful studies -of the problems involved. 
Men were appointed as agents because 
they asked for the appointment. Ter- 
ritories were entered and offices es- 
tablished because some man told a 
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company that he could sell a good vol. 
ume of business there. It was widely 
believed that the problems which faced 
the sales department of a life insurance 
company were not susceptible to 
scientific analysis. For example, al- 
though the actuaries and doctors had 
studied human differences and their 
significance for the purpose of deter- 
mining what members of the public could 
be accepted and what members must 
be rejected as risks and although they 
had accomplished much in that direc- 
tion, the problem of selecting agents to 
sell life insurance was virtually ignored, 
partly because sales managers felt that 
there were no known principles to guide 
them and partly because they felt that 
they must accept most of the men who 
were willing to be appointed as agents. 
In the last ten years, the attitude has 
markedly changed; and many com- 
panies, as well as local managers, are 
today regarding the problem of select- 
ing agents as one in which many men 
who apply should be rejected because 
they possess danger signals for the 
future. A study of the manner in 
which the selection process is now 
functioning shows that in some local 
agencies, a contract is made with only 
about one man out of every fifteen to 
eighteen of those whom the local 
manager interviews. Some of these 
prospective agents do not make a con- 
tract because they do not wish to do 
so, but many are rejected because the 
company or local agency does not wish 
them. Much water has gone over the 
dam since the days of even ten years 
ago, when it was widely and frequently 
correctly believed that after a man had 
failed at many other things, he turned 
to life insurance selling, secure in the 
idea that any life insurance company 
would be only too glad to give him a 
contract. 

The business of life insurance has not 
yet passed beyond the early stages of 
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careful study in 1ts exceedingly intri- 
cate and numerous sales problems. 
But it 1s certainly safe to say that today 
the great majority of companies are 
keenly alive to the need for closer 
supervision of sales activities, accom- 
plishing better results at decreased cost. 
Whereas, ten or fifteen years ago the 
sales or agency department was fre- 
quently without an executive officer 
in the home office at its head, today it 
is usual to find this department with a 
vice-president in charge of its affairs 
and with ample authority to operate 
his sales force effectively. From the 
executive at the head of the department 
to the newest agent in the field, a very 
great increase in the prestige surround- 
ing the position which each man holds 
has been growingly apparent in the last 
decade. 


THE ÁPPEAL or Lire Insurance 


At the same time that these develop- 
ments in sales research have been taking 
place, the institution of life insurance 
has itself been expanding at a rate 
previously undreamed of. In the first 
year of the decade just being completed, 
that is, in 1917, there were issued new 
policies numbering 9,516,000 for a 
total amount of $4,891,037,000 of 
insurance. At the end of that year, 
the accumulated sales of all past years 
had resulted in a total of 50,845,300 
policies which were then “in force”’ for 
an amount of $27,189,009,000 of insur- 
ance. 

Ten years later—that 1s 1926—there 
were issued 20,913,000 policies for an 
amount of $16,383,000,000 insurance, 
and the policies “in force” were 
108,429,000, for an amount of $79,- 
950,000,000 of insurance.! 

No such growth has ever previously 
been experienced in American life in- 


1 The figures for 1926 were estimated from 
actual reports for ten months and estimates for 
the last tuo months. 
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surance. What factors brought it 


about? Obviously one condition of : 


great importance was the growing pros- 
perity of the country, but another fac- 
tor of potency has been the recognition 
by the American public of the uses of 
life insurance. For example, the mar- 
ried man buys life insurance today for 
any one or more of the following pur- 
poses: to provide the necessities for his 
wife and family, to pay the mortgage 
on his home, to make possible the con- 
tinuance of the grammar school, high 
school or college education of his chil- 
dren, to provide a lifelong income for 
the several members of his family, to 
provide an income for himself and 


family in case he becomes totally and - 


permanently disabled. 

A young unmarried man takes a 
policy for such purposes as to repay his 
parents for their expenditures on him, 
to start a savings fund and create an 
estate, to assure himself of an income 
in case he should become totally and 
permanently disabled, to protect an 
educational or other loan made tohim. 

Other purposes have appealed to 
wage-earning women, to women of 
means, to men of means, or those who 
wish to provide for some philanthropy, 
to corporations or partnerships which 
wish protection against the loss of 
some “key” man in their institution. 

In short, the reason that approxi- 
mately fifty per cent of our entire 
population have invested their funds 
in life insurance is because life insurance 
has a universality of appeal. It is 
uniquely useful to the day laborer and 
the millionaire because no other insti- 
tution can do what 1t does. 

It is safe to say that today most 
people believe in life insurance. But 
even so, the field for its use has barely 
been scratched, in the opinion of careful 
students, who point out the fact that 
the present amount of life insurance 
in force is equal to only about two and 


- 
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‘insurance could fit the needs of the 


a half times the annual income of those 
who are insured. In other words, the 
average man who carries insurance at 
all carries only enough to provide for 
about two and a half years o? his 
family’s expenses. 

The foregoing figures have been given 
for several purposes: first, to show the 
rapidity of the growth of the institution 
of life insurance; second, to show that 
despite this growth, the field for future 
expansion is so unlimited as to defy 
prophecy of what it may become in 
another decade; third, to lay the ground 
work for a consideration of the place 
of the underwriter or agent. 


Nerp OF ÍNTELLIGENT SALES Force 


It has already been indicated that 
American life insurance has regarded 
a sales force as a necessity. The 
attempts in England and the United 
States to operate without agents have 
shown that the growth of those com- 
panies was so limited as to make their 
experiment unattractive to other com- 
panies. This sales force has, of course, 
been instrumental in placing upon the 
lives of American citizens the volume 
of protection which now is carried by 
them. At the same time, it is proper 
to say that until very recently the sales 
forces of our companies were selected 
and trained in a manner which was not 
befitting the institution which they 
essayed to represent. It is easily within 
the memory of the present generation 
to recall signs in buildings which 
proclaimed—“ Beggars, peddlers and 
life insurance agents not allowed.” 
Small wonder that capable men shrank 
from entering such a classification. 

The public has properly criticized 
the business because the business 
allowed men to represent it who should 
never have been given the privilege. 
Furthermore, the sales forces were sent 


+ out to discuss with the public a very 


technical matter—namely, how life 


61 


individual insurer—and they were sent 
out with wholly inadequate prepara- 
tion for their task. It is because of 
these and other allied facts that the 
claim has been widely made that life 
insurance has succeeded despite rather 
than because of its sales methods; that 
the real reason it has progressed so 
amazingly well is because of its inherent 
and unassailable soundness as a public 
servant. 

In the last decade, the American life 
insurance companies have made a 
vigorous effort to improve the quality 
of the men selected to represent them. 
They have endeavored to educate their 
local managers to select their new men 
instead of accepting anyone who 
presented himself, to recognize, among 
other things, that experience has 
proved that men who enter the business 
between the ages of twenty-five and 
thirty-five have shown on the average 
better results than those who entered 
it at either younger or older ages. 

In the matter of training their sales- 
men, the advance which the companies 
have made in ten years has been en- 
tirely without equal in the history of 
the business. In 1916 there was little 
which the man entering the life insur- 
ance field could use to assist him in 
comprehending what his duties and 
opportunities were except the cor- 
respondence courses which a few 
companies had prepared for their own 
men and a book on life insurance which 
had been written the year before by 
Professor S. S. Huebner of the Univer- 
sity of Pennsylvania. At that time, 
many new men were still being given a 
rate book, a few sample policies and 
nothing else except an expression of hope 
that they would succeed. Such a process 
developed some sterling men, but the 
vast majority fell by the wayside in 
discouraged 'hundreds and even thou- 
sands. Meanwhile the public was 
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being interviewed by these untrained 
men and given many wholly erroneous 
ideas ard unfortunate impressions. 
The amazing thing, as we look back 
over the more than half century of that 
kind of operation, is: first, that so many 
men were able to succeed as life insur- 
ance agents, and second, that the 
public was persuaded, during those 
years, in such great numbers that life 
insurance was a sound institution for 
them to patronize. 

It has already been mentioned that 
one of tie cardinal reasons for the 
growth of life insurance in the last 
decade hes been the recognition of the 
uses to which it can be put. In effect, 
the underwriters of recent years have 
set themselves the task, not of selling 
a man simply a $10,000 policy, but 
rather of selling him a policy whose 
proceeds ¿re needed by that particular 
individual for some particular purpose. 
Such a task means that a life insurance 
man is given the opportunity of advis- 
ing his client how to buy life insurance 
—what n=eds can be covered by a 
policy of cne kind and what by another 
—what is the best way which foresight 
can dictace for the payment of the 
proceeds. A man who can successfully 
render that kind of service to the public 
is in a very different position from the 
man who told everybody that they 
“needed a $10,000 policy.” The 
institution of life insurance furnishes 
such an opportunity to every man who 
is ready tc pay the price. 

It has keen aptly said that the life 
underwriter who prescribes for all his 
prospective clients the same sized 
policy is Lke a physician who would 
recommend to every patient the same 
kind and amount of pills. The sig- 
nificance o? that statement lies in the 
fact that the reason the modern 
physician is able to differentiate be- 
tween mamy kinds of treatment and 
prescribe -ntelligently for each indi- 


vidual patient is because of the years 
of training and study through which he 
passes before he is permitted to prac- 
tice. The careful observer of modern 
life underwriting recognizes that in the 
past ten years the institution of life 
insurance has laid the groundwork 
to prepare its representatives for the 
task which has just been described. 
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Slowly but surely are appearing’ men 
who are sufficiently well versed in life 
insurance and the needs which it can 
satisfy so that they are actually build- 
ing estates for their clients which will 
show their usefulness only with the 
passage of years. These men are * 
winning the confidence of an increasing 
circle of men because they are doing 
for those men what no one else is 
privileged to do. It is a slow process 
to produce such men, but the start 
has been auspiciously made. 

The life underwriter who calls on 
the public today faces a very different 
task from his predecessor of a quarter 
century ago. He finds the idea rapidly 
spreading that the desirability of pro- 
tecting life is being recognized as fully 
as essential as the protection of 
tangible property. In short it has 
been for years universally regarded 
as advisable to carry protection against 
fire or against marine disaster, but it is 
only in very recent years that a similar 
attitude has become widespread in 
regard to the protection of life. 

Yet with all these opportunities, 
the modern life underwriter has no 
“primrose path.” His undertaking is 
one wherein he has every temptation 
to procrastinate and in which he must 
show that rare capacity of being able 
to be his own master. It profits him 
nothing that he has taken a course in 
life insurance selling at one of the 
universities or that his services are 
vitally needed by the public, unless he 
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is capable of withstanding the tempta- 
á tion to fritter away the hours which 
are given to him: Few, if any, occu- 
pations in the business world offer so 
many distracting influences as does 
selling; yet for the man who can become 
the master of himself, the rewards 
in life underwriting are many and 
great. 

Never before have the companies on 
the American continent been so alive to 
the opportunity for better results in 
their distribution function; never be- 
fore has the underwriter been so well 
prepared for his tasks; never before has 
the public understood life insurance 
as they do now; never before has a great 
university made its course in life in- 
surance a requirement for gradua- 
tion. It is in such an environment 
that the modern life underwriter is 
working. 

The companies have shown certain 
marked tendencies recently: first, they 
are scrutinizing with increasing care the 
additions to their sales force; second, 
those who are retained are succeeding 
to a far greater extent than ever before; 
third, they are being selected with a 
genuine effort at a decision as to their 
acceptability ; fourth, the training which 
is available is many times what it was 
y even five years ago; fifth, intelligent 

supervision is rapidly taking the place 
of unguided and frequently misguided 
effort. 


Tw. 


Future Prosprcrs 


These tendencies appear likely to 
accomplish certain results in the future: 
first, the institution of life insurance will 
be comprehended increasingly well by 
the insuring public because the men 
who carry the message to them, 
namely, the agents, will be increasingly 
capable of doing it; second, a constantly 
and rapidly improving group of men 
will be attracted to become under- 
writers both because of the appeal 
which the rendering of this type of 
service gives and also because of the 
financial reward; third, the attitude 
of institutions of learning will change 
as a result of these two factors so that 
training for the career of life under- 
writing will be available in an increas- 
ing number of institutions. 

lt seems no more than a reasonable 
expectation to say that the conditions 


‘surrounding life underwriting in 1927 


give indications of the position which 
it will hold in the immediate future— 
from the point of view of the educator, 
of the public which is to be served, and 
of the life insurance companies them- 
selves. Yet these indications can do 
no more than present the merest outline 
of the opportunity for striking improve- 
ment in distribution, principles and 
methods which life insurance offers. 
The reward for creative work in that 
field awaits the men who enter it with 
enthusiasm, ambition and brains. 
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By HarorLp F. LARKIN, A.A.S. 
Vice-President, The Connecticut Mutual Life Insurance Company 


MEDICAL examination by a 
physician has customarily long 
been required of the applicant for a 
poliey of life insurance as one of the 
important tests of his eligibility for the 
insurance. In fact, several states 
have in the past enacted legislation 
making & medical examination a con- 
ditior precedent to the issue of insur- 
ance. The purpose of such statutes 
has undoubtedly been to protect the 
whole body of policyholders against 
the irtrusion of unsound lives through 
careless methods of selection, and this 
requicement probably originated out of 
an effort to thwart the attempts of 
certain unscrupulous parties to profit 
by insuring so-called “graveyard” 
risks—a practice prevalent to some 
extent several decades ago. Even 
though the medical examination was 
thus firmly established in law and in 
practice, yet a modern development of 
the life insurance business has been to 
dispense with this test and safeguard, 
and to issue policies for moderate 
amounts without obtaining any medical 
examination, under the so-called non- 
medical plan. 

The non-medical plan, introduced to 
American underwriting circles about 
six yers ago, has found its develop- 
ment alcng two distinct lines. First, 
the ecceptance of applicants for small 
amounts of insurance within certain 
age lumits without any previous medical 
examination. Second, the acceptance 
of applications for additional insurance 
on lives previously medically examined 
and found insurable within one or two 
years prior. Under either method a 
medical examination may be called for 


if the conditions in the individual case 
render one apparently advisable. 

The second method, initiated by 
certain American companies, can hardly 
be considered as strictly non-medical 
insurance since the insuring company 
relies to a large extent upon its previous 
medical findings, merely endeavoring to 
determine through the applicant’s 
statements and other evidence whether 
there has been any known change in his 
condition of health in the interval. 
Some of the companies employing this 
plan have made it available only for a 
limited period, possibly one month, 
each year, and apparently have adopted 
it as a sales feature intended to increase 
their new business preduction among 
old policyholders. Since it lacks the 
essential features of the true non- 
medical plan, we shall henceforth con- 
sider the first method only. 


GRADUAL ADOPTION IN AMERICA 


Certain Canadian companies were 
the pioneers on this continent in the 
adoption in 1921 of the true non- 
medical plan, although the industrial 
companies in the United States and 
Canada had been accepting insurance 
for small amounts (up to $500) without 
any medical examination, and abroad 
the plan had been well established in 
Great Britain for many years. The 
Canadian companies were influenced 
in part to adopt the plan because of the 
difficulty experienced in securing medi- 
cal examinations in many parts of their 
territory owing to the lack of physi- 
clans, especially during the war period, 


A 


which had resulted in holding up much 4 
new business. The rapid spread of the ' 
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plan to embrace practically all of the 

¿Canadian companies was a develop- 
ment closely watched by American 
companies. About two years ago sev- 
eral of them adopted the plan and at 
the present time over fifty of the Ameri- 
can companies now offer it. 

The non-medical plan represents an 
attempt to select physically sound, 
healthy risks for life insurance without 
incurring for the applicant and the 
agent the trouble and possible delay 
and inconvenience, to say nothing of 
the expense to the company, involved 
in securing the usual medical examina- 
tion. The non-medical plan does not 
mean any intentional lowering of the 

y Standards of eligibility or any desire 
to insure unhealthy lives or impaired 
risks at standard rates. It is aimed to 
select the business just as carefully as 
under the system of medical examina- 
tions but the selection is conducted 
along somewbat different lines. 

In the selection of risks for life in- 
surance there are ten factors to be con- 
sidered in determining the insurability 
of an applicant, as follows, without 
attempting to name them in the order of 
their importance: 

(1) Age 
(2) Build 
(3) Occupation 
(4) Habitat or residence 
(5) Amount and plan of insurance 
(6) Habits 
(7) Moral hazard or insurable 
interest 
(8) Personal history 
(9) Family history 
(10) Physical condition 
Information on these several factors 
may be obtained through different 
sources. Where the services of a 
doctor are secured to make a physical 
examination it has been customary 
at the same time to elicit through him 
facts on many of these various points, 
although such facts may,be ascertained 


in other ways. The skill, expert 
knowledge and training of the physi- 
cian are really required only to seek 
information on the last of these factors; 
viz., physical condition; although his 
training and experience particularly well 
qualify him to secure information on 
the last three. On others, properly 
drafted inquiries, explicit and clearly 
understandable, will elicit directly from 
the applicant himself much of the in- 
formation that is vital. Personal and 
family history may thus be covered. 
Naturally, it is incumbent upon a 
company to see to it that the informa- 
tion sought from the%applicant is 
thoroughly explained to him and clearly 
understood. 

Therefore, the privilege of submitting 
applications on the non-medical basis 
is usually extended only to agents 
of experience and thorough training in 
soliciting life insurance, for under this 
plan the agent assumes certain of the 
functions of the medical examiner. 
Such an important trust reposed in the 
soliciting agent calls for careful selec- 
tion of those granted the privilege and 
accordingly various tests of eligibility 
are established by the different compan- 
ies, all designed to qualify only re- 
sponsible agents who will safeguard the 
interests of their companies. Reliable 
agents recognize the added responsi- 
bilities and obligations imposed on 
them under this plan and have been 
found to respond satisfactorily to its 
demands. That conservative com- 
panies do feel justified in entrusting 
this privilege to agents is a clear indi- 
cation of their confidence in the ex- 
cellent character and calibre of their 
field organizations—a confidence which 
experience is demonstrating has not 
been misplaced—and true it is that in 
recent years the better companies have 
attracted to their agency ranks a well- 
educated, intelligent type of men and 
women of high moral and ethical 
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standards. Conscientious agents of 
this type exercise care in selecting and 
recommending applicants for non- 
medical insurance and take pride in 
creating and maintaining a creditable 
record with their companies in this 
respect. They appreciate the advan- 
tages and benefits to them afforded by 
the non-medical system and recognize 
that careless work on their part may 
prove serious in its results to the com- 
pany and even jeopardize their retain- 
ing the privilege of submitting business 
on the non-medical basis. 

In selecting risks, companies wish to 
know that the applicant is financially 
sound, morally sound, physically sound 
and that there exist. sound reasons for 
insuring his life. As for his being 
physically sound, what companies are 
really interested in knowing is that the 
applicant is in good health, able to 
work, has not been compelled to give 
up work on account of his health, has 
had no occasion to consult a physician 
because of any ailment, and knows of 
no existing impairment. This infor- 
mation the non-medical plan seeks to 
obtain with less effort and expenditure 
of time and money by making direct 
inquiry of the applicant without the 
requirement of a physical examination. 

The application form employed is a 
searching questionnaire inquiring as to 
any illness, medical attention, opera- 
tions, essociation with consumptives, 
any physical deformity or mental dis- 
order, absence from work or change of 
residence or travel on account of health, 
etc., that the applicant may have ex- 
perienced, so that-the company obtains 
a fairly comprehensive survey of the 
applicant’s past medical history and 
thus can determine its bearing on his 
insurabiity. 

Supplementing these statements by 
the applicant, it is customary to require 
the soliciting agent to give his personal 
recommendation to the acceptance of 


the risk after indicating what ac- 
quaintance the agent has with the 
applicant and what knowledge he has 
of the applicant’s personal history, 
physical condition, character, reputa- 
tion and financial standing, or what 
investigation he has made of them. 
Then, in addition, the usual practice is 
for the company to secure a confiden- 
tial detailed inspection report dealing 
with these aspects of the risk, quietly 
obtained without approaching agent 
or applicant, through competent un- 
prejudiced independent informants in 
a position to supply the facts. 
Supplied with the information fur- 


. nished by the applicant’s statements, the 


agent’s recommendation, the inde- 
pendent inspection report, and such 
other information as may be known 
to it, the company can act on the case. 
A prompt disposition of a very large 
proportion of the applications is possi- 
ble, while relatively few may be held 
for a full medical examination or other 
investigation before final action istaken. 
Any indication of possible physical 
impairment or weakness is sufficient 
justification for requiring a complete 
examination, and usually the examining 
physician is advised of the particular 
conditions existing which have neces- 
sitated the examination, so that he may. 
pay especial attention to them in his 
examination. In adopting the non- 
medical plan companies are not seeking 
to elimmate the medical examiner. 
He has been too important a factor in 
the present-day development of life 
underwriting and in the establishment 
of the sound methods of selection now 
existing, to be eliminated. In fact, the 
medical examiner is indispensable to 
life insurance. He is the important 
factor in the granting of insurance to 
under-average or substandard lives,— 
a phase of the business which has 
already made much progress and ig 
destined to still greater advances. The 
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development of the non-medical plan 
fepresents no attempt to minimize the 
examiner's importance or to limit his 
functions. 

On approved non-medical cases the 
general provisions of the policy contract 
issued are identical with those found 
in policies granted to medically ex- 
amined lives. The clause relating to 
incontestability is unchanged. The 
same benefits relating to total and 
permanent disability and for double 
indemnity in case of accidental death 
are generally granted. One distinction 
exists in that, as a rule, term insurance 
is not issued non-medically, the usual 
requirement being that only Life or 
Endowment forms of policies will be 
granted to non-medical applicants. 

Why should companies dispense with 
medical examinations? What factors 
have led to the adoption of the non- 
medical plan? 

The trouble in securing examiners 
largely influenced the Canadian com- 
panies. American companies also find 
that in rural fields, especially, agents 
experience difficulty in arranging ex- 
aminations promptly. Doctors, par- 
ticularly younger men graduating in 
recent years, prefer to settle in sizeable 
towns where hospital facilities are 
available to them, where contact with 
fellow physicians is possible and where 
opportunities for specialized work in 
their profession are greater. In rural 
communities the lack of readily avail- 
able doctors presents a real obstacle 
to be met by the agent canvassing 
for rural business, for it is often a real 
task to bring prospect and examiner 
together. 

The material saving in time and 
worry to the agent is an important 
factor. The agent is relieved of the 
task of arranging for the prospect and 
examiner to meet and may complete 
jhe entire application at once when 
soliciting the prospect without the 
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delay incident to securing an examina- 
tion. It thus removes the opportunity 
for the prospect meanwhile to have a 
change of heart over the transaction 
and so results in more completed sales 
for the agent. Moreover, with the 
saving in his time thus effected on some 
of his cases properly utilized in solicit- 
ing other business, the agent will in- 
crease his production. 

The non-medical plan results in 
distributing more widely the benefits of 
insurance protection and in encourag- 
ing and extending the thrift idea for 
which life insurance stands. More 
insurance may be placed through this 
plan and new lives protected that 
could not be reached before. Espe- 
cially are many young lives introduced 
who become excellent prospects to 
build on for future business. 

To the public, life insurance brings up 
the thought of a medical examination, 
which to some is, without any sound 
reason, a bug-a-boo. Though per- 
fectly healthy, they have a hesitancy 
about submitting to an examination, 
and especially are many women pros- 
pects reluctant to undergo a physical 
examination. 

The competitive aspect of the business 
has contributed to the expansion of 
the plan. After one or two companies 
have introduced the plan, others adopt 
it in order to offer the same facilities 
by equipping their sales forces with 


` similar tools and affording them equal 


opportunities in the quest for business. 

What results will follow if the medi- 
cal examination is eliminated? Will 
not many impaired risks obtain in- 
surance? Will not fraud be exercised? 
Is it not letting down the bars and 
paving the way for deception, poor 
risks and subsequent adverse mortality 
experience? That is a natural reaction 
of many life insurance men when they 
first learn of the proposition, accus- 
tomed, as they are, to view the medical 
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examination as absolutely essential 
in the selection of risks. 

Vhat protection has a company if 
no medical examination is required? 
Mankind as a whole is honest and 
trutaful. The applicant, unselfish 
enough to make the sacrifice involved 
in maintaining a small policy for his 
fannly, will rarely be of the type that 
would deliberately misrepresent the 
facts, for, as a matter of fact, the 
ben=fits he may gain by a falsehood are 
inscfiicient to be any real inducement. 
Where the maximum limit of insurance 
issued without an examination is small, 
the question of misrepresentation is 
largely eliminated. 

A further safeguard lies in the fact 
that insurance is sold and not bought. 
Whle, theoretically, impaired lives 
might apply for and possibly obtain life 
insurante under the non-medical plan; 
yet, practically, the general public is 
not suficiently interested to take the 
init_ative to any extent. Seldom do 
applicants voluntarily seek life in- 
sursnce. On the contrary, they must 
be induced to apply through the 
efforts of an active agency force. An 
indrvidual who does take the initiative 
and seexs insurance on the non-medical 
basis will naturally be carefully scru- 
tinized, as will one who has applied to 
several companies for non-medical 
insurance. 

A well-educated and thoroughly 
trained field force is a protection to a 
company. Such men rarely offer the 
non-medical feature as an inducement 
to insure, realizing that to do so will 
restzict certain sales to the non-medical 
limit where an application for a larger 
amcunt could have been as readily 
obtained. It rests with the agent to 
select his prospects with care and then 
to exercise the utmost care in obtaining 
the applicant’s replies. Agents should 
impress the applicant with the fact 
that the company is willing to dispense 


with the usual insurance requirement 
of a medical examination because of its’ 
confidence that the applicant will give 
it the facts. It has been found that by 
properly presenting the situation to the 
applicant, he is more accurate In answer- 
ing the agent on non-medical business 
than in answering the doctor who ex- 
amines him. Agents recognize that 
evidences of carelessness, inadequate 
investigation, failure to safeguard their 
company’s interests, lack of recognition 
of their duty and obligation to their 
company may be noted and recorded 
at the home office and that a repeti- 
tion of such offenses will result in 
withdrawal of the non-medical privilege 
from the offender or the termination of 
his agency connection. | ; 

Without a medical examination cer- 
tain existing impairments of heart, 
lungs or kidneys may escape attention, 
if the applicant is ignorant of them, 
but this situation the companies have 
anticipated and feel can safely be 
handled. For the most part impair- 
ments of this nature will have mani- 
fested themselves at some time and will 
thus be known to the applicant, but if 
not, by the restriction of the age limit 
customarily to age forty-five, companies 
protect themselves since such hidden 
weaknesses develop only infrequently 
among younger persons. Over sixty- 
three per cent of one company’s non- 
medical applicants were under age 
thirty. Even on medically examined 
business, underwriters know that the 
best examiners sometimes fail to detect 
an impairment of lungs or heart. Oc- 
casionally a risk somewhat physically 
impaired may be insured on the non- 
medical basis, but offsetting any in- 
creased mortality loss thus incurred is 
the saving in medical examiners’ fees 
eliminated under the plan. 

Some objectors to the non-médica] 
plan have argued that it would result 
in many contested death-clalms. In 
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the experience of the Canadian com- 
panies covering a number of years that 
has not proven to betrue and in fect the 
dire results prophesied for the plan by 
some at the outset have failed to ensue. 

The actual mortality experienced by 
the Canadian companies on their non- 
medical business has proven satis- 
factory, for in fact the non-medical 
business has shown up quite as favor- 
ably as the experience on the mecically 
examined business. Such brief expe- 
rience as some of our American com- 
panies have had is likewise considered 
satisfactory. 

That this new departure in under- 
writing procedure is a generally ac- 
cepted development of the business is 
indicated by the rapidity with which it 
has been adopted by so many cf our 
companies and the number endorsing 
it is constantly on the increase. Sev- 
eral of our states, responsive to 
changed conditions, have modified or 
repealed their statutory restrictions 
on the issue of insurance without 
a medical examination. The trend 
appears to point toward a wider exten- 


69 


sion of the plan as time goeson. While 
the non-medical plan may be considered 
as a strictly modern development, yet 
actually insurance without medical 
examination is not a new proposition. 
In the early days of insurance in this 
country, the medical examination of 
today was an unknown quantity. 
Stethoscopic examination of chest, 
chemical analysis of the urine and blood 
pressure readings, now deemed by 
many as of utmost importance in de- 
termining the insurability of an appli- 
cant, were not a requirement in those 
days. And yet millions of dollars of 
insurance were successfully written 
without the aid of the numerous medi- 
cal requirements of today. Today 
many competent authorities are con- 
vinced that with intelligence and under 
proper precautions and reasonable 
safeguards it is entirely feasible, within 
certain limitations as to age and 
amount, to dispense with the medical 
examination in the case of many 
applicants with resultant advantages 
to the applicant, the agent and the 
company. 


Salary Savings Insurance’ 


By Rican L: PLACE 
Aetna Life Insurance Company 
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URING the World Warthe United 
States Government devised and 
effected a unique plan of life insurance. 
This plan, known as “War Risk In- 
surance,” afforded protection to the 
military ard naval forces in amounts up 
to $10,000 on a term insurance basis. 
The administration of the plan centered 
on one essential feature: the deduction 
of the freniums monthly from the pay 
of the mer insured. By means of this 
a tremznd>us volume of life insurance 
was plicel in force and maintained. 
Probably in no other way could such a 
vast program have been installed and 
handled efectively. It was the first 
outsta-dir g example of the idea which 
later was to be applied by life insurance 
companies in designing the Salary Sav- 
ings pkan. 

Some of these companies had already 
had several years’ experience in selling 
and acministering Group Insurance on 
a contzibutory basis, whereby a portion 
of the premiums are deducted from the 
pay-ervebpes of the employes. In 
one sznse, therefore, the origin of 
Salary Savings may be traceable to an 
effort on the part of these companies to 
supplement the Group coverage with a 
plan whith would offer the various 
forms of mdividual policy-contracts to 
emploves on a similarly convenient 
monthly pay-roll deduction basis. On 
the whole, however, it was merely a 
logical d2velopment aimed at mass- 
selling, an effort to reach more readily, 
more comprehensively, and more eco- 
nomically the great mass of salaried 

1Otherwie known as “Salary Allotment,” 


“Salar” Buiget,” “Salary Deduction,” or “ Pay- 
Roll D=ducion” Insurance. 
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workers and wage-earners who con- 
stitute, in large measure, the life in- 
surance buying public. 

Salary Savings Insurance came popu- 
larly into vogue at about the beginning ` 
of 1925, althougk at least one of the 
large companies had experimented with 
it for some time previous to that and 
had, in fact, already installed the plan 
on its own home office employes. We 
find numerous instances in the past 
where employers made arrangements 
to facilitate their employes obtaining 
more adequate life insurance protec- 
tion, and many of these were not un- 
like the present Salary Savings plan in 
principle.? Our consideration of the 
subject will not attempt to deal with 
these pioneer phases, however, but will 
describe the plan and its development 
only from the date when it really as- 
sumed an identity and was offered, on 
a well-defined basis, by many of the 
leading life insurance companies. 


FEATURES OF SALARY SAVINGS PLAN 


Technically speaking, there are no 
new features embodied in the plan. 
The same policy-contracts are offered 
and the same premium rates are used 
as on an individual basis. The chief 
difference is that the Salary Savings 
plan is usually arranged on a monthly 
basis, whereas most individual insur- 
ance is paid for annually. Some com- 
panies accept a lower minimum pre- 
mium under the Salary Savings plan, in 

2 John Wanamaker, for example, believed so 
firmly in encouraging his employes to obtain life 
insurance that at one time he presented each 
individual in his employ with a 31000 ordinary y 


life policy, on which he had paid the first annual > 


premium. 


= 
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order to extend its benefits to greater 
numbers, although there seems to be 
some doubt as to whether this is actu- 
ally justified when considered from the 
standpoint of the expense of acquiring 
and administering the business. We 
shall mention this point later in more 
detail. 

It so happened that “non-medical” 
insurance was inaugurated by many 
companies at about the same time the 
Salary Savings plan was brought forth. 
For a while, some companies offered 
the non-medical feature only in con- 
junction with Salary Savings. There 
is a wide divergence in the rules of the 
various companies in this respect. The 
majority offer the non-medical feature 
only on amounts of insurance of less 
than $5000. A few of the larger com- 
panies will accept up to $10,000, under 
certain conditions, provided the risk 
is approved at the home office. All 
companies necessarily reserve the right 
to request a complete medical examina- 
tion in any case where there appears to 
be a reasonable doubt as to the ap- 
plicant’s insurability as a standard risk. 

The non-medical feature no longer 
remains peculiar to the Salary Savings 
plan, however, and cannot be classed as 
an advantage pertaining to it ajone. 
Practically all the companies writing 
non-medical insurance extend this fea- 
ture similarly to individuals. We may 
say, therefore, that Salary Savings is 
nothing more nor less than life in- 
surance in all its commonly known 
forms, and that the plan differs only in 
the method by which the premiums are 
collected. ‘ 

This method of collecting the pre- 
miums by deducting them monthly 
from the pay-envelopes of the insured 
employes is, obviously, the essence of 
the plan. It is, in fact, so entirely the 
plan that one might be inclined to dis- 


¿ Miss Salary Savings as being merely a 


soliciting scheme, aimed at having the 
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employer act as a premium-collecting 
agency, were it not for some good rea- 
sons which can be advanced as to why 
the plan is capable of serving a very 
worthwhile purpose in industrial rela- 
tionships. Let us review these briefly 
so that we may glimpse the more im- 
portant aspects of Salary Savings In- 
surance and appreciate, to some extent, 
the purpose that the companies are 
endeavoring to accomplish with it. 


Wary Puan ls NEEDED 


It is an undoubted fact that the 
great majority of wage-earners in this 
country are inadequately insured. 
This is indicated in a report of the Com- 
mittee of the National Association of 
Manufacturers presented at their an- 
nual meeting, which contained the fol- 
lowing: 

Approximately thirty per cent of Ameri- 
can employes are not insured. Apart from 
the thirty per cent carrying no protection, 
there is conservatively estimated as many 
more who have less than $500 of insurance 
available at time of death, and the average 
of the remainder does not exceed $1000. 


One of the reasons for this condition’ 
is that it has been very difficult for the 
companies to adequately reach this 
great class of potential prospects 
through the ordinary methods of solici- 
tation. Most employers do not feel 
justified in allowing insurance salesmen 
to interview their employes during 
working hours, and the salesmen, on 
the other hand, cannot be expected to 
devote any considerable overtime to 
interviewing employes at their homes 
with the prospect of writing moderate- 
sized policies. The result is that the 
average employe does not have the op- 
portunity to obtain the best life in- 
surance advice. 

Another and no less important rea- 
son is that employes do not have the 
opportunity to buy insurance on a 
convenient and economical basis. As 
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previcusly stated, most individual 
policies are sold with premiums pay- 
able annually. This leads the em- 
ploye to believe that he cannot afford 
the cost of an adequate amount of 
ordinery life insurance. A premium of 
$25 appears large to the man receiving 
a moderate wage, and many employes 
who enjoy a comfortable salary are 
unabl= to pay down $100 in a lump sum. 
The instalment payment methods used 
in merchandising other commodities 
are, no doubt, accountable in large 
measure for the evident fact that many 
workers nowadays are continually liv- 
ing up to the limit of their incomes 
from month to month, laying aside 
little ar nothing in the form of a savings 
surplus, This thought was clearly ex- 
pressed in a letter which appeared re- 
centlr on the editorial page of the 
New York Times. The writer, in 
commenting on the instalment plan, 
stressed the need for diverting it to 
proper and productive channel as 
follows :—- 


Critics of the instalment plan seem to 
overicok the fact that the fault does not lie 
in the plan, but rather in the direction it has 
taken ‘There is no question that a great 
deal to much instalment buying has been 
diverted trom savings accounts, life in- 
suranee and investments toward the pur- 
chase of non-essentials. The instalment 
plan i 13 here to stay, and it is as well to rec- 
ognize the fact and see what can be done 
under the circumstances. Probably the 
oldest form of instalment buying and still 
the best is life insurance, though very little 
of it as yet is on a monthly basis. Some 
investmert brokers are selling bonds and 
stocks on instalments, but they have not 
very generally advertised the fact. Bank- 
ers have apparently done nothing to de- 
velop savings accounts by some scheme 
of regular monthly deposits of uniform 
amounts. There has been no general in- 
crease in the rate paid for savings in forty 
years at least, and an increase of one-half 
to ore per cent yearly in special cases 
would not greatly increase the average rate 


paid, while it could be used as a great in- 
ducement to systematic savers. 

Concerted action by the insurance com- 
panies, investment brokers and bankers 
will save the situation, not by trying to stop 
or discourage a habit, but by diverting it to 
proper and productive channels. 


This, literally, is the chief purpose of 
the Salary Savings plan. It endeavors 
to make it possible for a greater num- 


‘ber of employes to buy life insurance, 


and thus practise thrift, by providing a 
means for them to set aside a nominal 
portion of their earnings each month, 
through the pay-roll deduction method, 
and save this money in the same way 
that they would meet their rent, 
electric light bill, and other fixed ex- 
penses. It is an effort toward making 
it just as convenient for them to save 
their money as it is for them to spend it, 
and it emphasizes the necessity for 
systematic thrift over a comparatively 
long period of time. 

Obviously, the employer’s co-opera- 
tion must be secured if such a plan is 
to be applied successfully. The solici- 
tation of the employes, advising them 
of the benefits to be obtained, and the 
administration of the plan, including 
the deduction of the premiums, de- 
pend entirely upon the employer’s 
lending his whole-hearted assistance to 
the Insurance company’s representa- 
tives. This is logical, however, for if 
the plan can be shown to present ad- 
vantages to the employes, with the 
view to bettering their condition, it will 
naturally concern the employer. If, 
too, it can be demonstrated that the 
successful operation of the plan will 
react to the benefit of the employer 
himself, then there is all the more 
justification for his adopting it and 
undertaking some slight expense in 
administering it. 

Without attempting to go into a de- 
tailed explanation of all the sales-points 
which may be advanced in presenting * 


À 


+ 


SALARY SAVINGS INSURANCE 


the Salary Savings plan to an employer, 
let us outline briefly three factors which 
indicate a need among employers in 
general for a plan of this sort. 


Tue EMPLOYER'S PROBLEM 


First of all, employers are faced with 
the problem of what to do when faith- 
ful employes, who have served them for 
years, outlive their economic useful- 
ness. There undoubtedly exists a 
moral obligation to take care of such 
employes in some way, and yet em- 
ployers are at a loss as to how to do so. 
The expense must be taken into con- 
sideration, and they may not feel that 
they can afford to retire the employes 
on reduced pay. Comparatively few 
employers have made provision for any 
sort of an adequate pension plan, and 
many of those in operation are on an 
unsound financial basis. The gravity 
of the situation is evidenced by the fact 
that legislation has been proposed in 
the state of New York to put pension 
systems under the insurance depart- 
ment and thus guarantee a sounder 
actuarial basis for them. 

Secondly, employers are coming 
more and more to realize the impor- 
tance of encouraging thrift among their 
employes. Numerous thrift plans of 
various descriptions have been in- 
augurated by employers during recent 
years. It appears to be generally ac- 
cepted that if an employe can be in- 
duced to save regularly, his value and 
efficiency will be largely enhanced. 

Lastly, there is the need for more 
adequate life insurance protection al- 
ready mentioned—the problem of mak- 
ing some provision in event of the sick- 
ness, total disability, or death of an 
employe. The extent of this problem 
can be appreciated by studying the 
figures quoted, and by realizing the ef- 
fect which this lack of protection must 

‘have on the mental attitudes of the 
uninsured workers. Worry, we know, 
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contributes largely to inefficiency and 
unrest, and a sense of insecurity breeds 
fear and apprehension. How much 
will be gained by employers in reliev- 
ing this situation is, of course, purely a 
matter of estimate. At least, however, 
they will be discharging a moral obliga- 
tion, in taking steps to provide more 
adequate life insurance protection, and 
it is logical to suppose that in doing so a 
profitable investment in the confidence 
and good-will of their employes will 
result. 


Sound Busrvess Loarc 

The Salary Savings plan is equipped 
to assist employers in their solution of 
these three problems. In extending its 
benefits to their employes they can 
make it possible for a greater number 
of them to obtain life insurance protec- 
tion, they can encourage thrift on a 
convenient and systematic basis, and 
they can, through certain types of 
policies, provide guaranteed incomes 
which would be payable at the retire- 
ment age. For example, life insurance 
contracts known as “Insurance with 
Life Income at Sixty-five,” ‘Pension 
Insurance,” or “Endowment at Sixty- 
five” combine all three features and 
offer an opportunity for the employe | 
to anticipate all contingencies by 
means of a simple, well-defined savings 
program. 

If Salary Savings is here to stay, and 
if a wide development of the plan is to 
be anticipated, the employer’s partici- 
pation in the arrangement must be 
justified. He cannot be expected to 
adopt the plan, submitting to the ex- 
pense of the employes being solicited 
and the premiums being deducted, un- 
less he has reasonable assurance that it 
will operate to the advantage and 
benefit of his organization as a whole. 
Hence, we must assume that the rea- 
soning in the foregoing paragraphs is 
true if we are to be in sympathy with 
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the principle of Salary Savings, and if 
we are to believe that it is a matter of 
sound business logic for the employer 
to co-operate fully in installing and 
administering the plan. Fortunately, 
experince bears this out. 


PATLTY SELLING METHODS 


Mistak=s have been made and dif- 
ficulties kave been encountered in the 
short space of time to date in which the 
compenie3 have experimented with the 
plan. Tlis is not unusual, however, 
for any new plan of insurance develops 
gradually and is subject to many re- 
finements and developments before it 
appreaches standardization. Often, 
and this has been no doubt true in the 
case of Selary Savings, the progress of 
the pian is retarded due to its being 
misunderstood, or not clearly grasped, 
by the salesmen whose province it is to 
explain it to employers and employes. 
Then, toc, there is a tendency for the 
salesrran to follow the lines of least 
resistance, which results in a failure to 
secure the proper co-operation from the 
emplover. 

Maay of the criticisms of Salary 
Savings could better be directed at 
the faulty methods which many agents 
have usec in selling the plan. For ex- 
ample, it has been a common practice 
to plece it on a pure “solicitation” 
basis, sice-stepping the real task of 
obtairing the employer’s interest and 
backing, and seeking only his permis- 
sion to interview the employes. Ob- 
viously, a procedure such as this serves 
only ty rcb the plan of its identity, and 
canrok be productive of good results. 
Unfo-tunately, however, the education 
of field representatives is a slow process, 
and many of them will probably con- 
tinue to 1se such methods until they 
learn rom sad experience that they are 
hindezing, rather than helping, the 
advarcement of the Salary Savings 
idea. 
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Also, some representatives have 


failed to follow the correct procedure in ' 


soliciting the employes. For example, 
the average group of employes may be 
divided into three general classifica- 
tions: (1) executives and department 
heads, (2) foremen, clerical, and skilled 
employes, and (3) unskilled employes. 
The Salary Savings plan is properly 
applicable to the first two classifica- 
tions. Experience indicates that it 
cannot be extended successfully to the 
third, or lower, classification. 

One reason is that employes of this 
class are generally on a very moderate 
wage-scale and cannot afford to invest 
substantially. 
cated along “industrial” insurance 
lines, and are accustomed to paying for 
their insurance in small weekly de- 
posits. This, together with the fact 
that their employment is of a transient 
nature, makes it very difficult for their 
insurance to be handled effectively 
under the Salary Savings plan. It is 
much more advisable for this type of 
employe to continue purchasing his in- 
surance on the industrial plan, and 
Salary Savings does not seek to compete 
for this class of business. Not only is 
the cost of administering a large num- 
ber of small monthly premiums prohib- 
itive, but there is the additional factor 
that a large per cent of the policies on 
these employes lapse when the em- 
ployes terminate their employment. 
Only a company writing industrial 
Insurance is in a position to follow 
through effectively and collect the 
premiums direct from the individuals. 

It can be seen, therefore, that agents 
who have solicited Salary Savings on 
this basis have made a grave mistake. 
As a result of having concentrated 
their efforts on the rank and file of 
employes, they have secured a com- 
paratively large number of small poli- 


cies, involving minimum monthly pre-' 


miums, which have been undesirable 


They have been edu- | 


¿$ 


y 
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` from the standpoint of permanence and 


administration expense. 

The greatest need for Salary Savings 
exists among employes in the middle 
classification. Those in the first classi- 
fication, the high-salaried executives 
and department heads, can conven- 
iently arrange to invest theirmoney and 
purchase their insurance on an annual 
basis. They have the opportunity to 
obtain expert life insurance advice, for 
they are actively solicited in the ordi- 
nary course of events. The skilled or 
clerical employe, however, welcomes 
the opportunity to save and pay for his 
life insurance on a basis more in keeping 
with his income, and there is no doubt 
that the Salary Savings plan brings 
these benefits more closely within his 
reach. The fact, too, that this type of 
employe is more responsible and more 
permanent in his employment makes it 
possible for his insurance to be handled 
efficiently and conveniently under the 
Salary Savings plan. Many execu- 
tives, also, are found to be interested 
in availing themselves of the monthly 
premium-deduction facility. It is not 
always the man on a medium-sized 
salary who has difficulty in saving 
regularly. 


TREND OF SALARY SAVINGS PLAN 


In conclusion, therefore, we find that 
Salary Savings is designed to offer a 
convenient, accessible method for em- 
ployes to save through the medium of 
life insurance. The operation of the 
plan can be considered to have a dis- 
tinct bearing on industrial relation- 
ships, insofar as it assists employers in 
solving the problem of making more 
adequate provision for their employes, 
both as regards protection, thrift and 
pensions. Due to the transient nature 
of their employment, coupled with the 
factor of low wages, the plan cannot be 
as effectively applied to the unskilled 
class of employes. It is intended 


‘actively than heretofore. 


largely for the higher-grade, better 
paid, and more permanently employed 
classifications. 

This, to our mind, is the trend of the 
Salary Savings plan. We look to 
developments aimed at the employer’s 
participating in the arrangement more 
We antici- 
pate the establishing of the plan on a 
much firmer foundation, embodying the 
provisions of a contributory pension 
plan on a legal-reserve life insurance 
basis. Several cases have already been 
written along these lines and the 
tendency points in this direction. 

Many employers are spending. large 
sums of money on thrift plans, pension 
plans, and other schemes intended to 
encourage their employes to save and 
provide for the future. It is, therefore, 
logical to suppose that the Salary Sav- 
ings plan, which combines these fea- 
tures, together with life insurance, thus 
affording a complete savings and pro- 
tection program, should be deserving 
of an equally substantial investment on 
the part of employers. Particularly, as 
1t is undoubtedly true that the em- 
ployer benefits in direct ratio to the 
extent of his participation in the 
operation of the plan. 

The future of this development rests 
largely in the hands of the life insurance 
companies. They are faced with a 
splendid opportunity to extend their 
services in helping to solve the pension 
problem in industry and at the same 
time to assist in the encouragement of 
systematic thrift. It is reasonable to 
suppose that they will embrace this op- 
portunity, improving and refining the 
Salary Savings plan and adapting it to 
meet the need that undoubtedly exists, 
and is becoming more agitated every 
day, for a plan of contributory pension 
insurance. It remains only for them 
to hasten the perfection of such a plan, 
and to so educate their field representa- 
tives that its benefits may be clearly 
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presented to the employers of this coun- 
try. In short, the task of “selling” 
the idea must rest on their shoulders, as 
in the early days of employer's liability 
insurance. 

With the growth of the contributory 
pension plan we can expect to see the 
employer sharing substantially in the 
cost of the insurance. This contribu- 
tion will probably be graded in ac- 
cordance with the salary and term of 
service of the employe. Only those 
employes who have been employed for 
a certain minimum length of time will 
be eligible to participate in the plan. 
Medical examinations may be waived 
entirely, providing a sufficiently large 
percentage of the employes subscribe 
to it. It may even develop that an 
employe w-ll be able to transfer his 
“pension bond” from one employer to 
another as he changes his employment, 
the second employer assuming the con- 
tributions to it where the first left off. 

We are optimistic as to the future of 


Salary Savings for these reasons: (1) ° 
we believe the plan is fundamentally 
correct in principle; (2) there is a great 
need for more adequate life insurance 
protection, particularly among the class 
of employes who are not actively 
solicited; (8) there is a need for making 
it more convenient for this class of 
employes to save systematically; and 
(4) we foresee the development of 
Salary Savings to meet the demand for 
a financially sound, permanent, con- 
tributory pension plan in industry. 
The tremendous significance of this 
development, and its wholesome effect 
on our industrial and social system, 
can only be imagined. Surely, it is an 
objective worth working for, and those 
who are in the life insurance business 
should look forward with keen antici- 
pation to the day when, through the 
Salary Savings plan, the gospel of 
thrift and protection may be impressed 
with even greater force and effect upon 
the great mass of American employes. 


Inspection Reports on Persons as a Factor in 
Life Insurance 


By J. ANDERSON Frrzcrrato, Pu. D. 
Dean, School of Business Administration, University of Texas 


NSPECTION of persons is a means 
of getting confidential information 
from the community in which a person 
lives as to his desirability or undesir- 
ability as a risk in insurance. When 
insurance companies realized that the 
old system. of requiring a report from 
the friend of the applicant was biased 
and often erroneous information, they 
¡adopted the method of getting con- 
fidential information from sources 
selected by the insurance companies. 
Insurers inaugurated inspection depart- 
ments and the work was done secretly. 
The agent did not know of it; the medi- 
cal examiner did not know of it; and of 
course the applicant did not know about 
it. Today the fact of inspection is 
known. The information and the 
sources of information are kept in strict 
confidence, the sources of information 
being known only to the inspector. 
Inspection is recognized as an invalu- 
able aid in the selection and classifica- 
tion of risks. 


NECESSITY FOR SELECTION OF 
Risks 


Some people argue that everybody 
and everything should be insurable at a 
price. Now and then somebody at- 
tacks life insurance as now conducted 
because those who need it most, due to 
defects, cannot buy it. They overlook 
the point that no price that is possible 
_ is high enough for bad risks. The 
price charged for the poorest risks 
should in fairness be high enough to pay 
a total loss plus the expense of getting 
the business and settling the loss. 
This would require a rate of over 100 


per cent. Just as there are a few 
men who are certain to burn their 
property if they get fire insurance, and 
ships which face certain destruction if 
they put to sea, there are persons who 
as far as human knowledge goes, are 
certain to die within a few months, 
persons whose past habits have short- 
ened their expectancy of life, and per- 
sons whose present mode of living is 
inviting early death. Some people 
live in such circumstances that tempta- 
tion to defraud may prove irresistible, 
and others set out upon a plan to de- 
fraud. In all such cases an insurer 
faces a total loss in return for a small 
premium. In every way possible at 
reasonable cost the pertinent facts 
about those who ofler themselves for 
insurance must be ascertained. Nowa- 
days in nearly all cases the applicant 
for insurance is unknown to the insurer. 
The latter may be in Newark, New 
Jersey, the former in Pasadena; yet the 
insurance company must find out and 
eliminate impaired lives and risks of 
pronounced moral hazard. What is 
the machinery for doing this? 


MEANS OF SELECTING RISKS 


In the first place an insurance com- 
pany relies on lts agents. They are 
given instructions as to the kinds of 
risks wanted. They may be told, for 
example, not to solicit people engaged 
In certain occupations, not to solicit 
people who belong to certain races 
(numerous American companies, prob- 
ably the most of them, do not solicit 
the business of negroes), not to solicit 
women except according to certain 
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restrictions, not to solicit persons with 
mental and bodily impairments, not to 
solicit persons who fail to maintain a 
specified standard of health and habits, 
and so on. The agent knows person- 
ally many of those whom he writes. 
He can find out most of the necessary 
information about any applicant. He 
can maxe as complete a certificate as 
his company requires. There are 
agents who will not knowingly offer 
their companies poor risks, who pride 
themselves on the small number of 
rejections they have, just as a judge 
boasts of few reversals. Companies 
may be proud of the attitude of their 
agents, but unfortunately some agents 
will try to get any kind of a risk insured. 
The agent may feel that it is his busi- 
ness to get the applications and some- 
body else’s business to sift out the 
undesirable risks. However good the 
agent may be as a factor in selection, 
his work needs to be checked and 
supervised. 

In the second place an insurer relies 
upon what the applicant says about 
himself. In addition to poimts per- 
taining to the kind of contract desired, 
the applicant answers questions as to 
his age, sex, occupation, amount of 
insurauce already carried, and any 
previous times he has been refused 
insurarce. The applicant is also 
called upon as a part of his application 
to make a series of declarations to the 
medical examiner. These statements 
concern age, sex, marital condition, 
race, residence, height, weight, occupa- 
tion, health, habits and family history. 
Such an application becomes a part of 
the contract if the insurance is issued. 
Subjecz to the incontestability clause, 
legislation, and court decisions that 
statements of the insured must be 
material and may be considered as 
representations rather than warranties, 
misstatements may render the policy 
void, 


In the third place the company relles 
upon the medical examination made by, 
examiners who have been appointed by 
the company. The company seeks a 
pen picture of how the applicant ap- 
pears to a trained medical man at the 
time of application. It is a universal 
requirement that no one other than the 
doctor and the applicant be present at 
such examination. Besides the medi- 
cal questions, the doctor himself may be 
asked to answer such questions as: 


What knowledge have you of the 
habits, past and present, and general 
standing of the insured? Have you any 
reason to suspect unacknowledged over- 
indulgence in or free use of stimulants, or 
the use of narcotics, now, or in the past? 
Can you discover anything unfavorable in 
his manner of living, physical condition, 
personal or family history, not already 
mentioned? State anything discovered 
by you which may influence the character 
of the risk and which is not set forth fully 
above. 


In the fourth place the company 
obtains an inspection report. This 


report is made by an investigator who 


gets in touch with informants to supple- 
ment and corroborate any knowledge 
he may already have. 


How Inspection Is MADE 


Inspection as an aid in the insurancé 
of persons is said to have originated 
when a large eastern company sent out 
an investigator to check the accuracy 
and validity of a death claim. Later a 
department was organized to do this 
work. ‘Today a number of the larger 
companies have their own inspection 
departments. Many companies have 
a few inspectors to do work on special 
cases. Most. companies enter into a 


‘contract with an independent company 


or help support a bureau which makes 
a specialty of making inspection re- 
ports. An inspection company or an 
inspection department has chief in- 
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spectors, with staff and correspondents 
all over the territory covered. The re- 
quests for reports may be made by the 
companies. It saves time, as is cus- 
tomary in cities, for the agent who sells 
the insurance to mail a request for the 


inspection report direct to the local 


office or representative of the inspec- 
tion bureau or company. ‘The inspec- 
tion is immediately made, but the 
report in every case is made only to the 
home office of the insurance company. 
Each request for a report is assigned to 
an investigator. Sufficient detail as to 
who the applicant is, his age, what he 
does, and exactly where he lives and 
works, must be given to make it certain 
that the right person will be reported 
on. This prevents a healthy person 
from being examined by the medical 
examiner as a fraudulent substitute for 
the real applicant who is not insurable. 
The investigator looks for information 
concerning habits, character, environ- 
ment, social condition, occupation, and 
home and business life; these being 
recognized as important factors affect- 
ing how long a person lives. It is his 
task to find out who can best give the 
information desired. He must get it 
from several sources so as to heve a 
corroboration of the facts obtained. 
He may talk with the employer or a 
business associate of the applicant; he 
may talk with an acquaintance or 
neighbor. Some reports are easy to 
obtain; some require great diligence 
and tact. 

Inspection may and usually does 
slow down the work of issuing policies. 
At its best inspection requires mail 
time plus one or two days. Companies 
may go ahead and issue small policies 
without inspection. To save time they 
follow the practice of sending other 
policies ready for delivery to their 
agencies with instructions that they be 
held until the receipt of a telegraphic 
release which is sent after the inspec- 
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tion is learned to have been favor- 
able. 


THE CHARACTER OF THE INSPECTION 


The report blank is in the form of 
a questionnaire. An examination of 
many blanks shows that usually thirty 
or more questions are asked. 

1. The first group have to do with 
the identity of the subject, his age, and 
how long the informant has known 
him. They are like these: 


How long have you personally known 
the applicant? Or, about how long have 
your informants known him? How long 
since you or your informants have seen 
him or heard directly of him? (If not 
within two weeks, explain fully.) Is the 
above age about correct? (If not, try to 
learn the correct age.) 


These questions are not only a check 
as to whether the right man was 
examined and reported on; they also 
have a bearing on the value of later 
answers as to the past life, etc., of the 
applicant. 

2. There are inquiries as to the 
nature of the subject’s occupation. 


What are his exact daily duties? Has 
he any occupation other than that given 
above? (If so, what, and how much of 
his time does he devote to it?) Are any 
of his duties dangerous, or unhealthful? 
(If so, what are they?) Do any of his 
duties require him to handle intoxicants, 
live wires, dynamos, or x-ray machines, 
to go underground, or to go up on high 
structural works? 


‘Occupation is a vital part of the 
hazard. A difference may exist in the 
rate, amount or kind of insurance, or 
the risk may be unacceptable. Since 
such great improvements have been 
made in industry and living conditions, 
more occupations have become insur- 


able. Wilford W. Mack says:! 


1 Weekly Underwriter, Vol CXII, p 801, April 
11, 1925. 
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As a matter of fact about the only people 
who are rot accepted on any terms for 
ordina-y life insurance to-day are aviators, 
civilian divers and submarine workers, 
jockeys, steeple jacks, those engaged in the 
recovery of arsenic, sand blasters, certain 
classes of glass workers, lead burners oper- 
ating ~vithin inclosures, hide salters in the 
packing industry, and fur cutters in hat 


manufactories, 


The list varies from company to com- 


pany. 
3. The next section of the report is 
in regard to financial responsibility. 
Pleese make a liberal estimate of his 
net worth. About what would you esti- 
mate his gross annual income (including 
incom from all sources)? 


This information, ìf accurate, is 
especially important in connection with 
the amount of insurance desired. It 
is an indication of what can be paid for, 
and may be a clue to possible moral 
hazards. However, the experience of 
some 2ompanies is that such estimates 
are poor. One company has made a 
study of the reports on persons whose 
incomes were known to it. The es- 
timates were so far wrong as to be con- 
siderel almost valueless. 

4. The fourth group of questions 
concern appearance, health, past health, 
health of family, and exposure to com- 
municable disease. 


Is his general appearance healthy? 
(If urhealthy, what seems to be the 
matter with him?) Do you learn of any 
past illness, bodily affliction, or injury that 
might affect the risk? (If so, what? 
When didit occur?) Has he any deform- 
ity, excess weight, or other peculiarity 
about his appearance? (If so, what?) 
Do you hear of applicant or any of his 
family having consumption, insanity, or 
any hereditary disease? (Ifso, who, and 
how Icng since?) Do you learn that he 
has occupied the same home with a 
person who had consumption or any con- 
tagious disease? (If so, how long since?) 


Ton ANNALS OF THE AMERICAN ACADEMY 


Unfavorable answers.to these ques- 
tions that do not check with other 
reports result in further investigation. 
These questions strike toward the 
heart of insurability. The risk may be 
declined, or rated up, or insured with a 
lien against the policy, or limited in 
amount or kind. 

5. The fifth series of inquiries con- 
cern the extent to which the applicant 
uses liguor or drugs. 

Is he addicted to intoxicants or drugs— 
present or past? To what extent does he 
drink? (One, two, or three drinks a day, 
a week, a month, and what alcoholic 
intoxicant does he use? Answer as 
definitely as youcan.) Does he ever get 
so intoxicated or drunk as to need assist- 
ance, or show other evidence that he has 
been drinking to excess? (Answer care- 


“fully.), About how many times a year 


does he drink to excess this way? Does 
this excess last for a few hours only, or 
for a day, or longer? About how long 
since the last occasion of this sort? Has 
he drunk to excess in the past? For how 
many years would you say he was drink- 
ing to excess? About how many times a 
year did he drink to excess? Did these 
excesses last only a few hours, or for a 
day, or longer? If reformed, how long? 
(Give number of years—one, three, five, 
etc.) | 

Does he use opium, cocaine, or similar 
drugs? 
taken Keely or any other cure for exces- 
sive use of liquor or drugs? (If so, give 
date and place.) 


In pre-Volstead days insurance com- 
panies would accept the risk of a 
moderate drinker. Today so much 
liquor is deadly poison that if a man 
drinks at all he is likely to be refused 
insurance. If aman has been reformed 
a long time and has no impairment he 
will be accepted. 

6. The last questions are in regard 
to the applicant’s general reputation and 
any unusual hazards. 

Is his general reputation as to char- 


(Give details.) Has he ever : 
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acter and morals good? (If not good, 
give details in remarks.) 

Do you learn of any heavy debts, 
domestic troubles, personal difficulties, 
feuds, aviation, automobile or motorcycle 
hazards, or anything else that might 
impair the desirability of the risk? (If so, 
state what.) Give a full statement con- 
cerning his business connections and 
working surroundings, also his social 
standing, associates, tendencies and 
home life. Amplify any incomplete or 
unfavorable answers given above. 

As a life insurance risk do you regard 
him as desirable? 


Insurance companies are vitally 
concerned with any feature that affects 
the moral hazard, the temptation to 
collect insurance to help one’s family or 
the condition of one’s estate, or to dieto 
escape a bad situation. If the inspec- 
tor says the applicant is an undesirable 
risk the company checks the facts care- 
fully. Little attention is paid to an 
inspector's “yes.” The company acts 
upon the basis of all its information. 

Riders for special. cases like hazard- 
ous occupations and more’ extended 
forms for applicants for large policies 
are used. 


Rerorts CONCERNING WomEN 


. The inquiries concerning women are 
varied to develop information concern- 
ing husbands and children. The effort 
is made to restrict the amount of 
insurance on a woman who is not in 
business herself to the financial loss her 
death would cause to her beneficiaries, 
and thus prevent speculation or moral 
hazard. 

Will the premiums probably be paid 
out of her own resources? Ifnot, who do 
you presume will pay them, and what 
-relation is this person to her? Is she 
single, married, widowed or divorced? 
If divorced, give circumstances of separa- 
tion. With whom does she make her 
‘home? Are the general moral surround- 
ings of her home good? (If not good, 


. give particulars.) 
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Are there minor chil- 
dren or others dependent on her for sup- 
port?( If so, how many, and who are 
they?) Give name of husband (if mar- 
tied), or father (if single). What is his 
occupation? About how much is he 
worth? About what do you estimate his 
gross annual income? Is his reputation, 
as to character, morals and habits, good? 
(If not good, what is the nature of the 
reports against him?) Do you learn of 
her using spirituous liquors, morphine, 
cocaine, or any stupefying drugs? 


VALUB OF INSPECTION REPORTS 


John J. King; Vice-President of the- 
Hooper-Holmes Bureau, said in an 
address to the American Life Conven- 
tion:? 


Many underwriters have stated that they 
regard the inspection report as having 
greater value in connection with the con- 
sideration of the risk than the medical 
examination. The president of one com- 
pany recently told me that he prefers a. good 
inspection report to a medical examination 
in most cases, but there is the rub. We 
know that all inspection reports are not 
good in the sense in which he uses the word, 
any more than are all medical examinations 
good. The quality of the average inspec- 
tion report is probably as high as that of the 
average medical examination, in spite of the 
fact that the medical examiner has a profes- 
sion which has required years of study to 
enter, while the inspector merely has a job 
and a poorly paid job at that. 


The inspector of a regular case is a 
poorly paid man. Yet, if he knows 
what he wants and how to get it, he 
can report satisfactorily the views ex- 
pressed by associates and acquain- 
tances of the subject. On the other 
hand it would be easy to have an in- 
competent staff. Inquiries among in- 
surance companies indicate that they 
attach great importance to the reports 
—how much, depends upon the value 
of the reports of the agents and 


4 Weekly Underwriter, Vol. CXII, p. 1229, June 
8, 1925. 
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examirers. If the agent's record 1s 
good and the medical examiner’s record 
is good, as they usually are, a company 
to save time issues the very small pol- 
icies on accepted risks without waiting 
for the inspection report. ‘Then ‘if the 
inspection should show something se- 
riously wrong, it becomes the task of 
the company to take steps to cancel 
the policy. On policies classed as 
average they wait for the reports. On 
large policies companies call for special 
reports. While the regular reports 
cost zhe insurance companies one 
dollar each, special reports range in 
price {rom 82 to $10. Any person who 
applies for a large amount of insurance 
is certain to have his habits, associates 
and business scrutinized closely, and 
information sought to check that given 
in the medical examination and in the 
application blank. 

Practical harmony must exist þe- 
tween all sources of information. 
Closely connected with inspection is 
the work of keeping and exchanging 
information as to undesirable risks. 
Life insurance companies report appli- 
catiors that have been rejected to a 
medical impairment bureau which 
immediately sends a small card record 
of each case to each of its subscribers. 
The file of these cards is always con- 
sultec before any application for in- 
surance is accepted. If a record exists 
it is compared with all the other data 
received and carefully considered. 

W. C. Hill, Vice-President of the 
Retail Credit Company of Atlanta, 
said 12 an address: 


Inspection information of an unfavorable 
nature shauld be used with utmostcare. It 
should be regarded primarily as a tip or 
indication of unfavorable conditions, rather 
than 3ufficient or final evidence of same. 
Confirmation through the previous action 
of some other company, through the agent 
or exemining physician, or another inspec- 
tor, should be secured before accepting 
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same as sufficient for declining or post- 
poning the risk. 

Two cases will illustrate how this 
may be done. A saloonist had applied 
for life insurance. The inspector re- 
ported that he drank with his custom- 
ers often, but not to excess. The com- 
pany asked for another report for the 
saloonist claimed to be a teetotaler. 
The inspector then saw him drink with 
a customer, but decided to put 1t up to 
him personally. He said his job was 
to find out why he claimed to be a 
teetotaler when he drank with his 
customers. The saloonist very plau- 
sibly related how he catered to a class 
of workingmen who appreciated it if 
he were sociable with them, and who 
might resent his refusal to drink; that 
therefore he kept on hand a bottle of 
tea out of which he always served him- 
self. To the inspector's quick “let 
me see it” and “let me taste it,” the 
saloonist responded with genuine tea. 

Another inspector turned in a thor- 
oughly satisfactory report on a man. 
Information came back that six years 
before this man had been refused in- 
surance on account of having had a 
very serious disease. The inspector 
found no one who knew of his having 
had that trouble. As a last resort he 
appealed to the applicant. He was 
told that the applicant had at that 
time agreed to buy insurance which he 
did not want; that to avoid taking it, 
he had mis-stated his health history, 
not knowing how serious such a record 
would be. 

Obtained by an outside agency 
or by an inside independent staff 
which has no interest directly or in- 
directly in the success of the applicant, 
the inspection report is supplementary 
to, and a check on, the accuracy of the 
statements of the applicant, and also 


3 The final decision of the insurance company as 


4 


to tbis applicant was, “We don't want a liar on' 


our books.” 
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` on the quality of the reports of the 
agent and the medical examiner. It is 
just as true that these others are sup- 
plementary to, and a check on, the 
inspection report. It is idle to argue 
that it is more or less important than 
some other source of information. If 
inspection alone were used, it would be 
found necessary to discover some plan 
to supplement and supervise it. In- 
spection obtains a different sort of 
information. It may also show past 
illness or physical condition not dis- 
closed to the examining physician. 
The fact of inspection may make the 
examiner more careful and act as a 
restraining influence on the agent. 


INSPECTION OF CLAIMS 


Inspectors may be called upon to 
report as to the fact of death and the 
circumstances of death. As to the 
value of this work an inspection com- 
pany says: 


We do not recommend these death claim 
reports as a satisfactory means of clearing 
up claims that are in dispute, or as adequate 
for final decision in cases of suspected dis- 
appearance, substitution, doubtful identity, 
or other extreme situations which require 
detective or other skilled probing service. 
Our death claim reports provide a first 
screening process. The clean cases will go 
through and the doubtful ones will be held 
back for more mature and deliberate 
processes of inquiry. 


Some companies do not feel the need 
of an inspection report on death claims. 
They get a report from the agent, and 
separate sworn statements from the 
attending physician, the undertaker, 
the claimant, and sometimes from a 
leading citizen. If there be no vio- 
lence and nothing suspicious, the claim 
ig paid. If there is doubt a prober is 
put to work on the case. The diff- 
culty about this plan is that each 


1 Information about the Retail Credit Company, 
p. 16. 
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report is likely to be friendly to the 
claimant; it may not uncover common 
suspicion. 

The fact of death is easily proven. 
It is not so with claims for disability. 
There is often great doubt as to claims 
for temporary or permanent partial 
disability, to say nothing of the diff- 
culties connected with total disability. 
Dishonest people make fraudulent 
claims and some honest people make 
unjust claims. The inspection report 
supplements other information. A ne- 
gro woman put in a claim for total 
temporary disability.: The inspector 
on the case dropped back two hours 
after his first interview and found her 
doing a family washing. A white man 
apparently totally disabled was visited 
by an inspector. The inspector had 
his suspicions aroused and returning 
after night found him playing games 
in the backyard. Insurance compa- 
nies require additional reports just 
before the due date of premiums that 
have been waived on account of dis- 
ability, and at least every three months 
in cases where a monthly income is 
being paid on account of total and per- 
manent disability. If a report jus- 
tifies it, a thorough medical examina- 
tion of the beneficiary is made. 


INSPECTION oF MEDICAL EXAMINERS 
AND AGENTS 


Since, in the selection of risks, com- 
panies lean most heavily upon the 
reports of medical examiners, great 
care must be exercised in the appoint- 
ment of a medical examiner. It is 
believed that to get the best results, 
the examiner must not be on too good 
terms with the agent. The doctor 
should feel that he owes his position, 
not to the agent, but to the company. 
In considering an appointment answers 
are sought to searching questions in- 
tended to show special qualifications for 
the work and to bring out any points 
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of unfitness. Inspection reports can 
be used for this. Later on they can 
also be used to check any unfavorable 
indications. If, for example, the chief 
medical examiner observes that a 
doctor’s reports are too much alike, as 
for instance too similar statements on 
blood pzessure, something is wrong. 

Most insurance companies desire 
agents who are not only financially 
respons-ble and capable of producing 
the business wished, but also men 
whose Eves are exemplary. An inspec- 
tion report is used to supplement other 
informetion. 

In £ few cases actuaries have 
noticed that the early mortality rate 
was unusually high among individuals 
passed by certain agents and doctors. 
Inspection has resulted in the confir- 
mation of the suspicion aroused and the 
elimination of agencies who were capl- 
talizing the ease of selling insurance to 
the sickly. 


WHERE Inspection Is tan Crier 
i RELIANCE 


In some forms of life insurance in- 
spection furnishes most of the infor- 
mation upon which the company 
relies when it grants insurance. The 
things about which the insurer must 
have information are: (1) Plan and 
amounz of insurance, (2) age, (8) 
height and weight, (4) residence, (5) 
occupation, (6) personal physical con- 
dition, (7) personal history, (8) family 
history, (9) habits, and (10) moral 
hazard. A competent reporter can 
furnisk all of this information except 
number 6 and he can report the reputa- 
tion which the applicant has with 
reference to that. If confidence is 
lacking in the competency of outside 
inspection; or it is believed that the 
volume of inspection justifies a lower 
cost, a company may organize its own 
staff af inspectors. This has already 
been done by some companies who are 


engaged in selling certain forms of © 


Insurance without medical examina- 
tions. It is seen from the above anal- 
ysis that the acceptance of applicants 
without medical examinations is not so 
risky as many think, and especially 
if a large number of people are taken at 
once under conditions that prevent a 
pronounced selection against the in- 
surer. In states where a medical 
examination is required by law it is the 
practice to resort to a short form of 


examination which is not so expensive 


as the regular form. 

(a) Group  insurance,—Group in- 
surance is being sold in increasing 
amounts. No medical examination is 
required. The employes are taken as 
a group, provided all or a large per 
cent are covered, and the standards of 
employment and the conditions about 
the plant are satisfactory to the insurer. 


This is determined by the inspection - 


made by the company. In group insu- 
rance sold by newspapers there is a 
chance for selection against the com- 
pany unless careful individual inspec- 
tion is used. Otherwise everything 
would hinge on the truthfulness of the 
applicant. Most persons who cannot 
say, “I am in sound health,” do not 
apply for this newspaper-sold insu- 
rance. If one lies about his health, 
death within one or two years would 
permit the company to contest the 
claim. Some such persons do apply 
and the mspector learns from neighbors 
or associates of poor health or other 
poor conditions, so that the insurance 
is declined or canceled. 

(b) Additional insurance for policy- 
holders.—Some life companies will in- 
sure a present policyholder within a 
period, say two years, of his last success- 
ful application for insurance without 
another medical examination. The 
statements of the applicant plus the 
report of a competent mspection are 
considered sufficient. The company 
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through its recent examination knows 
that there are no constitutional defects 
or chronic troubles of long standing. 
It takes a chance on some recent 
development. However, if inspection 
reveals something questionable, a med- 
ical examination is proposed. 

(c) Non-medical insurance for any 
cpplicant.—Some companies sell insu- 
rance in amounts of $2000, or $2500, 
cr less, without a medical examina- 
tion, provided the applicant is not 
cver forty-five. They may sell larger 
amounts under $10,000 after a short 
form of medical examination. There 
is no uniform rule. There are today 
many companies who accept applica- 
tions without medical examination in 
amounts from $250 to $2500 with 
varying restrictions as to age and sex, 
the kind of policy, and the supplemen- 
tary features as to disability and double 
indemnity. They may accept such 
applications from some agents and not 
from others. 

Those who favor non-medical insur- 
ance argue that its advantages coun- 
terbalance any increased mortality. 
It is said that :5 

(1) There is a larger percentage of 

completed sales. 

(2) There is greater speed in issuing 

policies. 
` (8) There is a saving in medical fees. 
(4) There is closer co-operation be- 
tween the agents and the 
company. ‘The agents have 
more power and responsi- 
bility. 

On the other hand, it is believed that 
in large cities insurance without med- 

$ Sse C. F. Cross, “Non-medical Life Insur- 


ance,” Weekly Underwriter, Vol. CXU, p. 798, 
April 11, 1925, 


ical examination results in increased 
mortality and that the favorable 
experience of Canadian companies in 
Canada is due to the rural population. 
In the country or small town either the 
agent or inspector knows the applicant 
or can get exact information. In large 
cities conditions are more complicated. 
Industrial life insurance sold in small 
policies to any member of a family with 
no medical examination and no inspec- 
tion besides that of the soliciting agent, 
shows a much higher mortality than 
ordinary life insurance, but for this 
there are more reasons than poorer 
selection. A great advantage of the 
medical examination is that it reveals 
impairments of the lungs, heart, kid- 
neys and blood pressure that have 
never been found before. Many dis- 
eases are not feared before forty-five— 
the usual non-medical age limit—but 
tuberculosis is always a risk for adults. 
Great reliance must be put upon the 
agent when insurance is thus sold. A 
minute report is made by him. He 
acts as a check upon the competence of 
the inspection. Then the inspection 
furnishes a clue to whether the agent is 
putting the soft pedal on unfavorable 
information. In all cases the company 
reserves the right to require a medical 
examination. If the risks sold by an 
agent begin to show a bad loss ratio, 
the company will deprive him of the 
right to sell non-medical insurance. . 
Inspection can also be used to deter- 
mine whether a man is applying for the 
maximum amount allowed from several 
companies. 

At present there is great difference 
of opinion as to non-medical insurance. 
As experience accumulates, a more 
certain stand will be possible. 


. à . 6 » a 
Beneficiary Provisions Under Modern Life Insurance 
Policies 
By Lexis E. Tuomeson, LL.B. 
Attorney, The Connecticut Mutual Life Insurance Company 


A to figures taken from 
the Insurance Year Book for the 
year 1925, published by the Specta- 
tor Company, claims amounting to 
$1,246,000,000 were paid to policy- 
holders during 1925. So much emphasis 
is placed upon the efforts of agents to 
sell new business and to keep in force the 
business already written that the fact 
is crowded into the background that all 
thei> activities are a means to one end, 
namely. that at the death of the per- 
sons insured, sums of money may be 
palc out to the beneficiaries. Looking 
at the business as a whole, the pos- 
sibifities of the turnover of funds dur- 
ing a given year are tremendous. As 
the life insurance business grows, it be- 
comes increasingly important upon 
what terms these great amounts are to 
be paid to the beneficiaries. Are they 
to be paid in lump sums to be spent or 
reinvested by them, or are they to re- 
main in the hands of the insurance 
companies in the securities in which 
ther are now invested, to be paid out 
gradually to beneficiaries, or held at in- 
terest? These matters are controlled 
by the insured’s contract with the 
company, and especially by the benefi- 
cial provisions of that contract. These 
provisions are drafted according to the 
request of the policyholder or applicant 
for insurance, and that they should be 
proverly drawn is a matter of primary 
importance to the beneficiaries. 


LEGAL BACKGROUND 
Before entering upon a discussion of 
modern beneficial clauses, some con- 
sideration should be given to their legal 
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background. They are to a certain 
extent based upon the experience which 
the companies have had in litigation 
arising under the older forms of policy 
contracts. An exhaustive study of 
that litigation would involve the read- 
ing of many opinions which show a 
striking lack of unanimity as to the 
interpretation to be put upon the va- 
rious provisions. ‘There are two theo, 
ries which have played a prominent 
part in determining the rights of 
beneficiaries. One of these, the in- 
surable interest theory, 1s designed to 
protect the insured against the bene- 
ficiary; the other, the vested interest 
theory, is designed to protect the 
beneficiary against the insured. 

The courts decided that as a matter 
of public policy, a person should not be 
allowed to take out insurance on the 
life of another unless the continuation 
of the life of the insured would be more 
to the advantage of such person than 
his early death. A detailed discussion 
of the theory and its application fn 
specific cases is impossible here. A 
hasty outline of its development is all 
that can be attempted. Persons in the 
immediate family of the insured, and 
his creditors are considered to be in- 
terested in his continued life, and hence 
have an insureble interest init. They 
may take out msurance upon it, having 
themselves named as beneficiaries, and 
paying the premiums thereon. There 
are many decisions in regard to the in- 
surable interest of relations more or less 
remote, and of creditors to whom the 
insured owes but a small debt, some of 
which admit the insurable interest and 
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some of which do not. If the court 
finds that there was no insurable in- 
terest at the inception of the contract, 
the contract will be considered as a 
wagering transaction and no recovery 
will be allowed the beneficiary. 

It is generally conceded that a man 
has an insurable interest in his own 
life. If he applies for the policy him- 
self and pays the premiums, he can 
name any beneficiary he chooses, un- 
less he is a resident of a state which 
by statute requires that the beneficiary 
must in any case have an insurable in- 
terest. In order to avoid all questions 
on the point as far as possible, the in- 
sured is required to sign the application 
for his policy himself. But if the 
beneficiary was without insurable in- 
terest and paid the premiums, the mere 
fact that the insured signed the applica- 
tion would not be sufficient to validate 
the contract with the beneficiary. 

Having gone thoroughly over the 
ground of the insurable interest of the 
individual beneficiary, the courts found 
themselves confronted with the prob- 
lem of whether or not a business or- 
ganization, corporation or partnership, 
should be said to have an insurable in- 
terest in the lives of its officers or mem- 
bers. They decided that it should, on 
\ the theory that the death of the officer 

or partner would mean a pecuniary loss 
to the business. If, however, the 
services of the insured could be readily 
replaced by those of another person, 
probably no insurable interest would be 
found. The employer has no insurable 
interest in the life of the average em- 
ploye. The ownership of stock is not 
considered of such importance to the 
corporation as to give it an insurable 
interest in the lives of its stockholders, 
although it is probable that the stock- 
holders would be held to have such an 
interest in the lives of corporate officers, 
since the success of the corporate enter- 
prise is of considerable importance to 


the stockholder. The liberal attitude 
of the courts in cases involving business 
insurance has enabled the companies 
to enter this new field as they could 
not otherwise have done, to the mutual 
advantage of policyholders and com- 
panies. It may be of interest to note 
here that, in spite of the attitude oi the 
courts, the Federal Comptroller of the 
Currency refuses to sanction insurance 
on the lives of important executives of 
national banks. Since the insurance 
of the lives of valuable officers is con- 
sidered desirable in other lines of busi- 
ness endeavor, it is reasonable to as- 
sume that the regulation sooner or later 
will be altered. 

The vested interest theory is peculiar 
to American law and was an early 
development which still persists. While 
the insurable interest theory makes it 
necessary for the insurance company to 
exercise care in the issuing of contracts 
to beneficiaries without a readily dis- 
cernible interest in the continuation of 
the life of the insured, the vested inter- 
est theory makes caution necessary in 
the payment of claims upon the matur- 
ity of the policy. The older types of 
policies reserved to the insured no right 
to change the beneficiary. These poli- 
cies were usually payable to the wife of 
the insured or in the event of her death 
to her children. The courts have held 
that such contracts create in the bene- 
ficiaries a right which can only be de- 
feated by their consent, regardless of 
the fact that the insured may have paid 
all the premiums. Any attempts by 
the insured alone to change the benefit 
or dispose of the policy by assignment 
or will, must be disregarded, except in 
Canada and possibly one or two juris- 
dictions of the United States. This 
situation led and still leads to much 
dissatisfaction among policyholders. 
Changes in family circumstances may 
make a change in the beneficial ar- 
rangement of these policies desirable. 
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Such a change can only be accomplished 
by assignment by the various beneficia- 
ries to the person to be substituted. If 
some of the beneficiaries are minors or 
have cied leaving no estates and minor 
heirs, it is almost impossible to procure 
valid assignments. 

As the insured in such cases is con- 
fronted with obstacles in making a 
change in payees during his lifetime, 
the insurance company is confronted 
with similar obstacles in attempting 
to settle the policy at his death. Ifthe 
wife survives the insured it is a simple 
matter, but if she predeceases him, 
payment must be made to the children. 
Disputes have arisen over the rights of 
the heirs of deceased children to share 
in the insurance proceeds, and un- 
fortunately there is no uniformity in 
court decisions on the question. It is 
often necessary to procure releases 
from many persons before the company 
is sufficiently protected in making a 
payment. Final settlement may for 
this reascn be held up for months. 


Wuar ExXPERIENCE Has Tavueut 


There are certain things that may be 
learned from experience with these older 
policies. One of them is that no con- 
tract should issue unless the beneficiary 
clause is complete and unambiguous. 
In spite of the increasing use of life 
insurance as a protection for business, 
the great majority of policies are still 
issued for the benefit of individuals 
dependert upon the insured, and at 
least ninety per cent of them are pay- 
able in a _ump sum at his death. Most 
modern contracts contain a printed 
clause, either in the application or in 
the change of benefit provision, provid- 
ing that the interest of deceased bene- 
ficiaries shall pass to those survivihg, 
or if none survive, to the insured’s 
executors, administrators or assigns. 
This provision does away with the 
necessity for making settlement with 
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the estates of deceased payees. In the 
case of a policy payable in the manner 
described above, it means that if the 
wife predeceases the insured, only 
those children who survive him will 
share in the proceeds. Grandchildren 
will be cut out. This fact should be 
considered and if the insured wishes to 
include his grandchildren, the beneficial 
clause should be specially drafted. In 
every case the wife should be men- 
tioned by name, but it ig not necessary 
to designate children or grandchildren 
specifically. In fact it is perhaps un- 
desirable to do so because of the pos- 
sibility that others born after the issue 
of the contract who should share in the 
proceeds could not be included in the 
settlement. Such children could of 
course be taken care of by a new desig- 
nation. ‘Too often, however, insurance 
policies, like wills, are not kept up to 
date. 

Another case in which the survivor- 
ship clause might not work out as in- 
tended by the insured is that in which 
he provides a fractional distribution 
to payees. Application is sometimes 
made for a policy payable to several 
persons, perhaps creditors, who are to 
receive fixed proportions of the pro- 
ceeds. If one of these dies before the 
insured his share would be paid to the 
surviving payees equally. This would 
alter the fractional arrangement and 
perhaps give to the surviving payees 
more than was intended. The con- 
tingency could be covered by the inclu- 
sion of a clause providing that the share 
of a beneficiary predeceasing the in- 
sured should be paid, for example, to 
the insured’s wife, if she survive him, or 
if not to his executors, administrators 
or assigns. The use of general terms 
such as “the insured’s estate” or 
“legal representatives” in the rever- 
sion clause is to be avoided because of 
the uncertainty as to their exact mean- 
ing. 
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' À second conclusion to be drawn 
from experience under the older policies 
is that if a policy is taken out for the 
protection oí the family, the right to 
change the benefit should be reserved to 
the insured. The applicant for in- 
surance is usually asked to indicate 
whether or not he wishes to reserve 
this right. If he does not reserve it 
and pays the premiums himself, he 
should provide for a reversion to his 
executors, administrators or assigns 
in order that he may have the power 
to dispose of the policy in the event 
that the beneficiary named pre- 
deceases him. Otherwise, he will find 
himself in the same position that 
many people are in who hold the older 
type of policy. On the other hand, if 
the beneficiary is to pay the premiums, 
it would be wiser not to reserve the 
right. In general, it may be said that 
the person who pays the premiums 
should control the reserve created by 
them, and the policy options, unless he 
intends to make an outright gift of the 
premiums paid. 


Loca EXEMPTION STATUTES 


There is one factor meriting atten- 
tion, that sometimes influences appli- 
cants for insurance to forego the reser- 
vation of this right. That factor is the 
‘local exemption statute. In the early 
days -of the life insurance business 
many states passed statutes providing 
that policies written for the benefit of 
the wife or children of the insured 
should be exempt from the claims of 
the insured's creditors. The Federal 
Bankruptcy Act of 1898 recognizes the 
exemptions allowed by local statutes. 
It also provides that powers which 
may be exercised by the bankrupt for 
his own benefit, as well as cash values 
payable to the insured bankrupt. pass 
to his trustee, providing, however, a 
period during which the insured may 
redeem the policy by paying the trustee 


the amount of the cash value. These 
provisions led to a doubt as to the effect 
of the older statutes which were not 
drafted with reference to policies 
reserving the right to change the 
beneficiary. It is apparent that the 
insured can exercise this right for his - 
own benefit and that a change to 
“own” benefit would take the policy 
out of the class of those exempted by 
the statute. 

Much litigation has arisen from the 
dilemma, thus presented. The Federal 
courts have taken the position that un- 
less the local statute clearly contem- 
plates the exemption of such policies, 
it will not be sufficient to cover them. 
The state courts have taken a broader 
view of their own statutes and if the 
highest state court has interpreted the 
local statutes the Federal court is 
bound to follow its ruling. For this 
reason in some instances the Federal 
courts have been forced to retreat from 
the positions originally taken. Some 
states have remedied the difficulty by 
amending their statutes, as have Penn- 
sylvania and Tennessee. In others, 
notably New York, the doubt persists. 
In states having no exemption statutes 
covering the wife’s policies, the policies 
will pass to the trustee if the insured 
alone can demand the cash values under 
the terms of the contracts. If it is 
necessary that the beneficiary should 
join with him, they will not. 

It sometimes happens that after a 
policy is issued the insured will wish to 
bring it under the statute and attempt 
to make the beneficiary’s right absolute 
by waiving his right to make a change. 
The validity of the waiver of a valuable 
right without consideration is open to 
question. If the company which is- 
sued the policy will permit, it would be 
better in such a case to exchange the 
original policy for a new one containing 
no charge of benefit provision. 

Whether or not the applicant or the 
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policyholder should be influenced by 
the possibility that his policies may be 
lost through bankruptcy depends upon 
the financial hazard involved in his 
business and the stability of his do- 
mestic affairs. If the family is broken 
up by divorce, the insured may be em- 
barrassed if he cannot control the 
benefizial arrangement of his insurance. 
In the case of a policy on which the in- 
sured is to pay premiums, the reasons 
in favor of the reservation of the right 
are so much more forceful than those 
against it, that it is only in the ex- 
ceptional case that the policy without 
it will prove entirely satisfactory. The 
exemption depends on the beneficiary 
clause only, and if the right to change is 
not ta be provided, it is probably de- 
sirable that the insured should at least 
reserv2 to himself the right to cash and 
loan values. 


QUESTION OF SURVIVORSHIP 


Before leaving the general subject of 
beneficiary clauses calling for lump sum 
settlements with the dependents of the 
insurel, there are at least two excep- 
tional arrangements which should be 
mentioned. One of the interesting 
psycholog:cal developments of the 
modern policyholder is the fear that he 
and his beneficiary will be killed in the 
same autcmobile accident. Accidents 
in which several persons are killed are 
so frecuert and occupy so conspicuous 
a plac in our daily life that a person 
who is genuinely intent upon having his 
insurance proceeds go where he wishes 
to have tiem gives the possibility of 
the siriultaneous deaths of himself and 
his wife serious consideration. li is 
perhaps a phase of the well-known anti- 
mothe--in-law attitude. The insured 
puts the question, “If my wife survives 
me by a few hours, or a few days, who 
will ges my insurance money, her family 
or mine?” Of course, if there are 
surviv_ng children they would take the 


money as heirs of either or both estates; 
if there are none, the wife’s next of kin a 
would inherit it. 

There is also the possibility that 
there will be no evidence as to whether 
the insured or beneficiary lived the 
longer. Contrary to the idea that many 
people have, the courts will make no 
presumption in the absence of evidence 
as to which survived the other. The 
majority rule seems to be that under 
the modern benefit clause carrying 
proceeds to “my wife, if she survive 
me, if not, to my executors, administra- 
tors or assigns,” the burden of proof 
will be upon the wife’s estate to show 
that she survived. If the burden can- 
not be sustained there will be a rever- 
sion to the estate of the insured. 

Cases in which there is absolutely no 
evidence as to the survivorship are in- 
frequent. Insurance companies are 
reluctant to make settlement in doubt- 
ful cases without releases from the 
executors or administrators of both 
estates because o7 the danger, if not the 
probability, that litigation would en- 
sue. For this reason, a simple provi- 
sion for a reversion to the insured’s 
estate in the event of the simultaneous 
death of the insured and beneficiary is 
unsatisfactory. Insurance companies 
cannot afford to assume that all pos- 
sible claimants will acquiesce in their 
decision that the deaths were in fact 
simultaneous. 

To meet this situation and insure 
prompt payment of claims, various sug- 
gestions have been made. Frequently, 
the addition of some clause to the usual 
provision is suggested, such as the fol- 
lowing; “‘but in the event that my wife 
shall perish with me in a common 
disaster, or shall not survive beyond 
midnight of the tenth day following the 
day of such disaster, to my executors, 
administrators or assigns.” Such a 
clause might cover the case if there 
were no clear evidence of survivorship, 
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or if the wife died within two or three 
days. If it became apparent that she 
could not live long, and yet she was still 
alive at the end of a week, it would be a 
close race between her brothers and 
sisters and those of the insured,— 
surely a sad position for the wife. Be- 
cause circumstances might easily occur 
in which the wife might almost feel it a 
duty to cling to this life beyond or de- 
part it before a certain point of time, 
such a provision is objectionable. 
Perhaps the best way of covering the 
contingency is by a deferred settle- 
ment. Most companies would be will- 
ing to hold the proceeds at interest for a 
year, at the end of which the principal 
‘could be paid to the widow, if living, 
or, if not, to some other designated 
beneficiary. A longer period would be 
allowed for the wife’s recovery with 
more certainty that the insured’s plan 
for his beneficiaries would be carried 
out than under any simple benefit 
clause calling for a lump sum payment. 


THe Trustee AND MINOR 


The second of these somewhat un- 
usual arrangements is that calling for 
payment to an individual trustee for a 
minor beneficiary or beneficiaries. The 
clause may read “to Samuel Jones, in 
trust, however, for my daughter, Jane 
Smith.” It is seldom, in the writer’s 
experience, that these clauses are cor- 
rectly drawn in the first instance. They 
will be defective in that they fail to 
provide for the possibility that the 
trustee or beneficiary may predecease 
the insured. There should be a provi- 
sion that if the trustee does not survive, 
payment should be made to the bene- 
ficiary. If at the maturity of the 
policy the beneficiary is a minor or an 
incompetent, the insurance company 
would make payment to the legally ap- 
pointed guardian or conservator rather 
than to the beneficiary direct. Prob- 
ably if the nature of the naked trust 


created by such a clause were generally 
understood, the clause would not be re- 
quested. The trustee, in the absence 
of a definite oral understanding or writ- 
ten agreement with the insured, prob- 
ably has no power to hold the fund after 
he collects it. His is what is legally 
known as a “passive or dry trust” and 
he would be bound to turn the fund 
over to the guardian or conservator if 
such were appointed by the court. The 
guardian’s powers are much greater 
than those of such a trustee as he is ex- 
pected to care for the minor’s estate, 
paying such sums for his or her support 
as may be necessary during the period 
of minority. It would be quite as 
satisfactory in most cases, simply to 
name the beneficiary in the policy and 
allow the matter of guardianship to 
work itself out in the event of the in- 
sured’s death during the beneficiary’s 
minority. It would be possible under 
the laws of many states for the insured 
to solve the problem by the appoint- 
ment of a testamentary guardian in his 
will. Jt would be well worth the while 
of the policyholder in such a case to 
consult his attorney in order to assure 
himself that his plans for his minor 
children will be carried out as he in- 
tends to have them. 

It is oftentimes found desirable to 
enter into a more formal arrangement 
by which the proceeds will be held by 
the insurance company under a de- 
ferred settlement agreement or paid to 
a trust company subject to the terms of 
an agreement to be made between the 
trust company and the policyholder. 
Either of these plans would insure the 
protection of the beneficiary over a 
term of years. Trust companies and 
insurance companies are not competi- 
tors in this field, but co-operators. 
Since a very large portion of decedents’ 
estates consists of life insurance, it is 
only natural that trust companies 
whose business it is to handle such 
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estates should be interested in en- 
couragimg the taking out of life in- 
surance. It is also to be expected that 
insuranc= companies should offer their 
investment facilities to policyholders 
who wisi to avail themselves of them. 
The diff2rent plans of deferred settle- 
ments olered by life insurance com- 
panies are discussed in an article en- 
titled “Income Policies’ by Walter 
LeMar Talbot, in The Annals of the 
Ame-ican Academy of Political and 
Sociel Seience for March, 1917. 
Al-hough the deferred settlement has 
been. adapted to many new uses since 
the publication of that article, the new 
features are rather concerned with the 
benelicieries than with the plans of 
paymen:s. It is now possible to get a 
great variety of beneficial arrangements, 
meeting the needs of beneficiaries from 
their college days to old age. Behind 
these settlements is the company’s 
guarantee of an income of at least three 
per cent backed by the company’s 
general assets. The strength and soli- 
darity of the insurance company with its 
vast assets may seem a refuge to policy- 
hold2rs who have contended with the 
instebility of banking conditions in 
certein parts of the country. The 
policyhclder who is adequately insured 
can feel that the deferred settlement 
may provide for his beneficiaries a 
greaner financial security than he 
has been able to assure them while 


living. 
Ways or EXPEDITING SETTLEMENTS 


In meking a choice between the two 
forms of what might be called long- 
term. protection, the foregoing points 
should be considered together with the 
insuped's own circumstances which 
may make the service offered by one of 
the possible trustees seem better suited 
to Lis needs than that of the other. 
The deterred settlement, once it be- 
comes effective at the maturity of the 


policy, is not flexible. The insured 
should bear in mind the fact that un- 
foreseen emergencies may arise calling 
for the immediate expenditure of more 
money than could be realized by the 
beneficiary under the deferred settle- 
ment. If he expects to leave no assets 
that can be readily liquidated, he 
should arrange that at least one policy 
is payable in a lump sum to the bene- 
ficiary. If a trust company is to 
handle the trust, it may be given dis- 
cretion to pay out portions of the prin- 
cipal in case of need. It may also be 
permitted to purchase with the fund in- 
vestments from the msured’s estate. 
This power might prove to be of 
great assistance to the executors. The 
facilities available to trust companies 
and their location at the place of 
residence of the insured and the bene- 
ficiaries make it possible for them to 
undertake a greater responsibility for 
the welfare of the beneficiaries than the 
insurance companies can assume. 


Tue “Funneo Trust” 


There are two arrangements which 
an insured may make with trust com- 
panies in regard to the payment of 
premiums. He may pay the premiums 
out of his own funds. Or he may name 
the trust company as absolute bene! 
ficiary under the policies and place 
with it sufficient funds to meet the 
premiums under the policies as they fall 
due. This plan is known as the 
“funded trust.” Even under a funded 
trust the insured may, if he wishes, re- 
serve the power to remove policies from 
the trust or add new ones to those al- 
ready included and to withdraw the 
fund provided for the payment of 
premiums. It has been suggested that 
the funded trust is particularly suit- 
able for a man who holds a considerable 
number of securities paying a high rate 
of interest but having an attendant 
speculative risk. These securities may 
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be placed with the trust company and 
withdrawn in case of need. 


Pouicy CONTRACTS 


Any trust agreement entered with a 
trust company should be drafted only 
after a careful study of the policy con- 
tracts to be covered. If there are 
rights reserved to the insured in the 
contracts, the trust agreement should 
permit of his exercising them and should 
cover the point specifically. If, for 
example, the policy provides that the 
insured may borrow the reserve, the 
trust agreement should not provide 
expressly or by implication that he may 
not. A variation between the terms of 
the trust and the policy contract is 
likely to lead to friction with the in- 
surance company. Just how far a 
policy naming a trustee as bene‘iciary 
is Impressed with the trust has not been 
determined. Insurance companies, 
therefore, feel that to protect them- 
selves they must respect the terms of 
the trust agreement and will not be 
parties to transactions with the insured 
which it does not permit. If the trust 
13 to be irrevocable and the insured is 
to have no control of the policies, they 
should be assigned outright to the trust 
company. | 


WHERE SOUND JUDGMENT Is NEEDED 


Both deferred settlements and agree- 
ments with trust companies mey be 
made to contain clauses protecting the 
income from claims of creditors and re- 
straining the beneficiaries from as- 
signing their interests. There are 
many cases where such clauses are very 
desirable and there are undoubtedly 
many cases where such clauses will 
prove undesirable. Their use is a 
matter of sound judgment. They may 
be desirable if the principal beneficiary 
is the insured’s wife, especially if she 
has had little or no business experience. 
If, however, the beneficiary is, for ex- 


ample, a son of the insured, a protected 
life income might prove to be positively 
harmful. The effect upon the char- 
acter of the recipient of an assured in- 
come which cannot be reached by 
creditors is not always salutary. The 
English courts do not look with favor 
upon such clauses. The American 
courts, however, have taken a different 
position in regard to them, and their 
validity is generally recognized in the 
United States at thistime. The Amer- 
ican courts have not had to deal with 
the problems that confronted the early 
English courts and may have been taken 
off their guard by the spendthrift trust. 


POLICIES AS SECURITIES 


As an intermediate step between the 
protection of individuals and business 
insurance, the use of policies as security 
presents itself. Policies are commonly 
accepted by individuals and by banks 
as security for the insured’s indebted- 
ness, and an unsatisfactory form of 
security they often prove to be. They 
are unsatisfactory for two reasons. One 
of them is that the face of the pclicy, 
rather than its cash value, is frequently 
taken as determining the protection it 
affords. If we have recommended 
earlier in this paper that parties read 
the insurance contract, we recommend 
it even more strongly to the person who 
is intending to accept a policy as 
security. He should find out how much 
of a cash value the policy has. If it 
appears to be substantial, he should 
examine the loan provisions and de- 
termine by inquiry from the company, 
if necessary, whether there is an auto- 
matic premium loan request on file at 
the home office which has caused or 
may cause the policy reserve to be eaten 
up by premiums in the event that they 
are not paid by the insured. Heshould 
make sure that there is no beneficiary 
named whose release he has not ob- 
tained. If he contemplated having 


94 THE ANNALS OF THE AMERICAN ACADEMY 


himself named as beneficiary under a 
policy to be issued, he should see to it 
that the policy does not reserve to the 
insured the right to change the benefit. 
If his designation as beneficiary is fol- 
lowed by the words “as his interest 
may appear,” the insurance company 
making settlement at maturity will 
usually require proof of the amount of 
his claim and pay any balance to the 
contingent beneficiary. After he ob- 
tains title to the policy he should take 
care that the premiums are kept up or, 
if the insured is not in a position to pay 
the premium and he does not care to do 
so himself, he should surrender the 
policy at once, provided he is entitled 
to do so, before the cash value begins to 
run off, 

A second source of difficulty for the 
assignee is the insufficiency of the form 
of assignment which he holds. It 
happens more often that a policy is as- 
signed to a creditor than that he is 
named as beneficiary under the con- 
tract, and it often happens that he ac- 
cepts an assignment carrying no power 
of sale. There has been a certain 
amount of confusion in the court deci- 
sions affecting assignments of life in- 
surance pclicies to creditors. It is be- 
coming apparent that if an insurance 
company makes settlement with a col- 
lateral assignee who holds no power of 
attorney ar power of sale, without pro- 
curing a release of the insured’s equity, 
it is quite possible that it will subse- 
quently have to pay the face of the 
policy to the beneficiary. It will, 
therefore, usually insist upon obtaining 
theinsured’s signature beforesurrender. 
To protect himself properly, the as- 
signee should procure authority to sur- 
render the policy upon default in pay- 
ments on the note without notice to the 
debtor. 
ably be held to be accountable to the 
debtor fot any excess over the amount 
of the debt and accrued interest. 


In any event, he would prob- 


INSURANCE AS A BUSINESS PROTECTION 
The last point to be discussed is the 


use of insurance as a business protec- 
tion. : Business insurance is so broad a 
subject that it merits a much fuller 
discussion than can be given here. 
There are many forms of agreements, a 
few of which we will outline. In 
general we may say that these agree- 
ments, like trust agreements, should be 
carefully drafted with reference to the 
provisions of the policies themselves. 
If new insurance is to be taken out, the 
whole arrangement should be planned 
before application is made. As we 
have already pointed out, the courts 
have been liberal in admitting the in- 
surable interest of corporations in their 
officers. If the insurable interest exists 
at the inception of the contract, the 
corporation need feel no concern as to 
its validity if the officer leaves its em- 
ploy. l 

The owners of close corporations 
often feel that the death of a stock- 
holder will result in a lack of harmony 
in the management of corporate affairs 
and, in order tc guard against dis- 
agreements and the resulting financial 
loss, will take out insurance payable to 
the corporation upon the lives of stock- 
holders who are actively engaged in 
managing the corporate business. In 
states which permit a corporation to 
buy its own stock, an agreement may 
be entered into, among the stock- 
holders and the corporation, specifying 
how the premiums shall be paid, what 
use shall be made of cash and loan 
value privileges under the insurance 
policies during the lifetimes of the per- 
sons insured, and stipulating that at 
maturity the corporation shall apply 
the proceeds to the purchase of the 
stock of the insured from his estate, 
the insured agreeing, for his legal 
representatives, to sell the stock to the 
corporation. The agreement should 
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specify in detail the method by which 
the stock shall be valued and the dis- 
position to be made of excess proceeds, 
if any, as well as the mode of making 
up the deficit in the event that the 
value of the stock is more than the 
amount of the proceeds. 

An arrangement is sometimes made 
in which a trust company holds the 
stock certificates and the policies in 
escrow, the policies being made payable 
to the trust company, and manages the 
entire transaction at maturity of the 
policies. Such a plan is suitable for 
cases in which several stockholders and 
policies are involved and in which it is 
desired to prevent the stockholders 
from selling their shares to outside 
parties during their lifetimes, 

In those states in which a corpora- 
tion is not permitted to purchase its 
own stock, a plan may be used similar 
to that often employed by partnerships, 
under which policies will be issued on 
the life of one officer and principal 
stockholder, payable to the other or 
others, the parties agreeing that the 
proceeds shall be used for the purchase 
of stock from the insured's estate, by 
the surviving party or parties to the 
agreement. 

The use of insurance for partnership 
purposes differs very little from its use 
in the protection of corporations. Ina 
partnership the policy on the life of one 
partner may be made payable to the 
other, and the cash and loan value 
privileges vested in the partnership. 
The agreement between the partners 
should cover the sale of the deceased 
partner’s share in the assets to the 
surviving partner and the use of cash 
and loan values by the partnership dur- 
ing the lives of the partners. Some 
provision is usually made for the taking 
over of the insurance by the individual 
partners in the event of the dissolution 
of the partnership, except by the death 
of one of the partners. In case of large 


partnerships the insurance may be 
made payable to the firm. The settle- 
ment of death claims requires special 
care in such cases, because of the fact 
that notice of the insured’s death is at 
the same time notice of the dissolution 
of the partnership. Insurance com- 
panies find themselves beset with dif- 
ficulties because partnership agree- 
ments are defective or non-existent. 
Tf the partnership agreements are care- 
fully drawn to cover the principal 
benefits provided by the policy con- 
tract, namely, the. death benefit and 
cash and loan value privileges, life in- 
surance should prove to be a great help 
in the equitable settlement of partner- 
ship affairs upon the death of one of 


the partners. 


DrRaFtiIna BENEFICIARY CLAUSES 


In conclusion, we can do no better 
than to emphasize the need for careful 
thought in drafting beneficiary clauses. 
This thought should be directed by a 
few general rules. These rules, by way 
of recapitulation, are that in disposing 
of policy options the rights of the per- 
son or corporation paying the premiums 
should receive primary consideration 
and protection in the contract to be is- 
sued. Since the law takes a special 
interest in protecting the beneficiary, 
the contracting parties must look out 
for the rights of the insured. In cases 
in which the policy is covered by a 
trust, partnership or corporation agree- 
ment, no contingency which might af- 
fect the policy should be left out. The 
right to exercise the options should be 
disposed of in the same manner as in 
the policy itself, with due regard to the 
possible effect of such disposition upon 
the rights of trustee and beneficiaries. 
The foregoing are simple rules, and if 
they could be followed there would be 
less dissatisfaction with policy con- 
tracts or friction between companies 
and policyholders and beneficiaries. 
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Unfort1nasely, unforeseen circum- 
stances wil arise in spite of the effort 
and forethought put into the prepara- 
tion of cocuments. We can hope, 
however, that with the increasing un- 


derstanding of the nature and uses of 
the life insurance policy, litigation . 
arising from defective beneficial ar- 
rangements will become less and less 
frequent. 


Fraternal Life Insurance 


By Cuantas K. Kniaut, Pa.D. 
Professor of Insurance, Wharton School of Finance and Commerce, University of Pennsylvania 


HE past decade has witnessed an 

actual decline in the total number of 
dollars of fraternal insurance in force 
in this country. Thus at the close of 
1916 there was approximately $11,000,- 
000,000 in force with the fraternal so- 
cieties, whereas there is but approxi- 
mately $10,300,000,000 on their books 
at the present time. When one con- 
siders the decline in the purchasing 
« power of the monetary unit and the 
increase in population during this pe- 
riod, the significance of these figures is 
even greater than it is when one con- 
siders merely the sums themselves. 
Meanwhile, life insurance granted by 
the so-called old-line or legal-reserve 
companies has been increasing by leaps 
and bounds, the totals in force on the 
above-mentioned dates being $25,000,- 
000,000 and $79,000,000,000, respec- 
tively. Furthermore, during the period 
from 1910 to 1920, the societies wrote 
about thirty-three per cent of the total 
amount of life insurance written in 
„this country, whereas of late years they 
wrote but fifteen per cent of it. It is 
clear, therefore, that the decline in 
fraternal insurance has not been due 
to a lowering of the demand of the 
people of this country for life insurance, 
but to conditions within the fraternal 
system itself. 

Fraternal insurance societies sell 
insurance for the protection of the 
insured person’s dependents in event of 
his death. They also offer old-age 
insurance, health and accident insur- 
ance, and juvenile insurance. All of 
these forms except juvenile insurance 
have been offered for many years, the 
first fraternal benefit society having 


been formed in this country in 1868. 
Down to about fifteen years ago, the 
rates charged by most societies were 
inadequate to meet the benefits prom- 
ised. As a result, many of such or- 
ganizations passed out of existence, 
and others were forced to readjust their 
insurance to an adequate-rate basis. 
This necessary readjustment has 
been a serious matter for most fra- 
ternal societies that have attempted it. 
The older method of accomplishing it 
was simply to pass a by-law requiring 
higher assessments, or the reduction of 
benefits. Such a procedure resulted in 
heavy withdrawals of healthy mem- 
bers, whereas the unhealthy ones re- 
mained with the society. More re- 
cently it has been learned that greater 
success attends the efforts at readjust- 
ment when expert salesmen are em- 
ployed for the purpose of securing the 
consent of each member to the con- 
version of his certificate to the ade- 
quate-rate class. The conversion is 
made by issuing a preliminary term 
certificate at the member’s attained 
age. The salesman receives a substan- 
tial proportion of the first twelve 
monthly premiums. Special “service” 
corporations have arisen to train sales- 
men for this work. By such a process, 
enough healthy lives can be transferred 
to offset the tendency toward adverse 
selection.! A society in the process of 
readjustment, however, finds it difficult 
to secure new members, as well as to 
hold all of its old ones. ‘The immediate 
result of readjustment, or of an attempt 


1 See the author's Advanced Life Insurance, 
pp. 370-91. New York: John Wiley € Sons, 
1926. 
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at reacjus:ment, has nearly always been 
a smeller membership as well as a 
smaller amount of insurance in force. 
Furthermore, the process tends to 
destroy the prestige of the society, 
particalady with those who do not 
understand the necessity of the higher 
rates. 

Failure on the part of some societies, 
then, and the necessity of readjustment 
on the pert of others, has resulted in 
greatly weakening public confidence in 
the irstitution of fraternal insurance 
generelly. Before the societies can 
hope to make much progress in the 
future, they must re-establish that 
confidence. In other words, fraternal 
insurance must be resold to the 
public. 

It :s a fairly safe prediction, how- 
ever, that fraternal insurance on the 
old inad2quate-rate plan can never 
again be sold in any considerable 
amouxts to the American public. The 
publie has learned that this plan, 
though ‘urnishing cheap protection 
durinz a society?s early years when most 
of its members are young, is unsatis- 
factory n the society’s later years 
when the advancing age and death rate 
of its məmbers render failure or re- 
adjustment inevitable. The benef- 
ciaries, relatives and friends of those 
members who die early enough to have 
the face amounts of their certificates 
paid rn full, are quite well satisfied with 
the inadequate-rate plan. A large 
majority of the members of such a so- 
ciety. however, live to the time when 
increasec rates or a reduction of benefits 
is absolutely necessary. ‘These mem- 
bers, together with their relatives and 
friends, are prone to voice their dis- 
appo:ntment and disapproval of the 
plan. ‘This disapproval has not been 
minimized by those interested in in- 
creasing ~he amount of sound protection. 
Thes- ar2 the chief reasons for believing 
that zhe public could not be induced to 


purchase any considerable amount of 
unsound protection. 


ACTUARIAL SOLVENCY 


The principal efforts of the fraternal 
societies during the past decade have 
centered around the question of ade- 
quate rates, or, stated differently, the 
question of actuarial solvency. A so- 
ciety, or indeed any other life insurance 
organization, is said to be actuarially 
solvent when it will be able to pay all 
of its promised benefits without in- 
creasing the rates of assessments or 
premiums paid by its members. A life 
insurance organization will be able to 
meet its claims without such an in- 
crease when it has funds which, to- y 
gether with the present value of assess- 
ments or premiums payable to it in the 
future, equal the present value of the 
benefits promised, all calculations being 
made on a conservative mortality and 
interest basis. The determination of 
the amount of these necessary funds 
is called valuation—the funds them- 
selves, reserves, reserve funds, or 
funds to meet the reserve liability. 
Life insurance companies, speaking 
generally, are required by law to main- 
tain funds to meet a reserve liability 
determined according to the American 
Experience Table of Mortality with, 
interest at three and one-half per cent 
compounded annually. Companies 
may elect full-premium valuation, or 
some modification of it that will yield 
lower reserves than it would yield, such 
as the preliminary term method modi- 
fied according to the Illinois standard, 
or some other standard. 

For the societies, again speaking 
generally, the National Fraternal Con- 
gress Table of Mortality with interest 
at four per cent compounded annually 
has been established. This basis yields 
lower reserves than those required of 
commercial companies, but they are 
high enough for practical purposes. . 
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Fraternal societies of sufficient size 
‘may use a mortality table constructed 
from their own experience. Recently 
there has been considerable discussion 
of a table described by Mr. Edward B. 
Fackler in a paper read to the Fra- 
ternal Actuarial Association in Feb- 
ruary, 1926. 

Legislation compelling actuarial sol- 
vency on the part of fraternal benefit 
societies by setting up legal minimum 
standards of valuation has met with 
but varying success in this country. 
The so-called Mobile Bill, agreed upon 
in 1910 by a committee composed of 
state insurance commissioners and 
representatives of the National Fra- 
ternal Congress and the Associated 
Fraternities of America, was thought to 
be too severe when put in practice ina 
few instances. For it was substituted a 
bill drawn by a similar committee in 
1912, and known as the New York 
Conference Bill. This bill, with modi- 
fications and additions, has been 
adopted as the fraternal insurance code 
of many states. ‘The code, as it exists 
today in most states, allows a wide 
latitude to the societies in the way of 
actuarial solvency. 

The situation at the present time is 
that some of the societies are on an 
actuarially solvent basis as regards all 
members, others place new members in 
the adequate-rate class, and still others 
are in need of further readjustment. 
A valuable aid to the person who is 
considering the advisability of entering 
a particular fraternal benefit society 
would consist in a frank and simple 
statement of the ratio of reserve funds 
held by it compared to those required 
to meet all of its claims. The Wiscon- 
sin Insurance Reports contain tables 
showing the important results of valua- 
tion in that state including the ratio of 
actual assets to required reserves, and 
the ratio of assets (actual and contin- 
gent) to liabilities (actual and con- 


tingent). A copy of the important 
tables appears in the August issue of 
Best’s Insurance News, published by the 
Alfred M. Best Company of New York. 


JUVENILE MEMBERSHIP 


Aside from the struggle toward 
actuarial solvency, and aside from 
legislative matters, the fraternal benefit 
societies have been interested during 
the past decade in several other prob- 
lems that have confronted them. In 
the first place, it was realized during 
this period that some measure should 
be taken to enable societies to accept 
children for membership, so that mem- 
bers need not have recourse to the so- 
called old-line or legal-reserve com- 
panies in order to insure all of the 
members of their families. Facilities 
for offering such protection have been 
provided by legislation in many states, 
and a number of societies have at- 
tempted to sell insurance on the lives of 
juveniles. Considerable success has 
attended their efforts, probably as 
much as $70,000,000 being now in force 
on approximately $00,000 lives. The 
mortality rate experienced thus far on 
juvenile risks has been very favorable. 
During a recent year the actual deaths 
were only forty-eight per cent of those 
expected, according to the Standard 
Industrial Table of Mortality, which is 
the table commonly used by commercial 
life companies for industrial insurance. 
The funds necessary for conducting 
the juvenile department of a society 
are segregated from its other funds. 

Originally it was provided that only 
children of members could be insured 
in a society’s juvenile department, but 
more recently the law has been amended 
in many states so that children of non- 
members as well as those of members 
may be insured.” It is hoped by fra- 
ternalists that insurance on the lives of 
juveniles will result in training them to 
believe in, and to continue, this form of 
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protection upon attaining the required 
age for entering the adult class, and 
that parents who are not members of 
a society will be attracted to the fra- 
ternal plan. There seems to be little 
doubt but that juvenile insurance can 
be written by the fraternal societies in 
sparsely settled regions where the 
weekly house-to-house visitation of the 
industrial agent would be impracticable. 
In such regions, however, the head of 
the household is likely to receive his 
income at irregular intervals, such as 
at the marketing of important crops, 
and would therefore be more likely to 
purchase annual premium insurance 
than to make regular weekly or 
monthly payments of either industrial 
premiums or fraternal assessments. 

As pointed out by the writer in his 
Advanced Life Insurance, Chapter XX, 
fraternalists admit that the cost of 
mortality is not likely to differ much in 
one large group of well-selected lives 
from that in another and similar group. 
Some fraternalists maintain, however, 
that the economy of management re- 
sulting from the democratic form of 
government renders the overhead ex- 
penses of fraternal insurance less than 
that of commercial insurance; and that, 
as a result, the total cost to the fra- 
ternal certificate-holder is less than the 
cost to the old-line policyholder. 


OVERHEAD EXPENSES 


As regards overhead expenses, it may 
be stated that during a recent year the 
societies belonging to the National 
Fraternal Congress of America spent 
almost 818 for each 81000 of new 
insurance written. The lapses were so 
numerous, however, that the net cost 
of new business to the societies yas 
probably twice as great as this. Thus 
in that year the societies paid out over 
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less insurance than they had at its 
beginning. New business expenses,” 
though preponderant, do not, of course, 
constitute all of the expenses over and 
above mortality costs. ; 


COMMERCIAL VS. FRATERNAL 
INSURANCE 


Taking up the question of cost to the 
insured person, it is difficult to make an 
accurate comparison of fraternal in- 
surance with commercial policies. The 
current method of determining the 
average annual payment of the com- 
mercial policyholder is discussed quite 
fully in the author’s book, Advanced 
Life Insurance, pp. 209-20. Local 
dues and payments made by fraternal , 
certificate-holders for purposes other 
than insurance should be eliminated to 
arrive at the fraternalist’s average 
annual payment. 

In a paper read before a recent meet- 
ing of the National Fraternal Congress 
of America, Dr. George W. Hoglan * 
states that he made a comparison of the 
yearly cost, without local lodge dues, 
of ten representative fraternal societies 
operating on an adequate-rate basis, 
with the cost of ten representative old- 
line companies. He selected age thirty, 
and, though he did not state his method 
of determining the costs, it seems prob-.,, 
able that he used the usual methods, ' 
and chose non-participating premium ' 
rates for policies without double in- 
demnity or disability provisions. His 
conclusions were that the fraternal 
societies’ average cost to those entering 
at age thirty was $20.81 per $1000 of 
insurance per year; whereas the com- 
panies’ average cost to those entering 
them at that age was only $18.29, or 
82.52 per $1000 per year less than the 
cost with the societies. He further 
pointed out that the lowest old-line rate 


was 83.62 lower than the average rate . 
for the ten societies, without local lodge = 


2 See Proceedings, 1923, pp. 398 et seq. 


$11,000,000 for new business, and yet 
ended the year with over 200,000 fewer 
members and more than 8200,000,000 : 
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dues, and that if these dues were in- 
eluded in the cost to members, the 
average cost of the ten fraternal so- 
cieties would exceed the cost of this ld- 
line company by $6.62, or by nearly 
thirty-eight per cent. 


REASON FOR INCREASED Cost 


In view of the fact that, until very 
recent years, fraternal insurance has 
been looked upon as much cheaper taan 
old-line or commercial insurance, these 
figures are indeed startling. The in- 
crease in the cost of this form of protec- 
tion has been brought about chiefly by 
the efforts of the societies to accomp.ish 
two objects. The first of these was the 
attamment of actuarial solvency by 
readjusting their business to an ade- 
quate-rate basis, and the second one 
was to resell the plan of fraternal 
insurance to the public. 

It should be understood that cheap 
fraternal insurance on an inadequate- 
rate basis still exists, the most recent 
Wisconsin report showing a grand total 
ratio per cent of actual assets to re- 
quired reserves of but 56.2 per cent for 
all societies operating in that state. 
Readjustment has been discussed pre- 
viously in this article. 

Reselling the fraternal insurance 
plan to the public has involved a large 
increase in the remuneration of fra- 
ternal deputies or special representa- 
tives who act as agents of a society in 
much the same manner as do the agents 
of a commercial company act for it. 
In former years, societies grew because 
of the efforts of members—old ores 
bringing in new ones. This method of 
increasing membership is no longer 
effective since so many old members 
lost enthusiasm for the plan when read- 
justments were necessary, and new 
business must now be secured in the 
same manner as that of commercial 
companies. When faced with tkis 
change in conditions, the societies found 
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themselves without an organized sales 
force to do the work formerly done by 
members. So-called service com- 
panies have trained salesmen to help 
the societies, for a substantial commis- 
sion, to resell the plan, especially on 
readjustment. Sales forces have now 
been developed by the societies and 
by these companies to such an extent 
that considerable fraternal insurance 
can be, and is being, sold, but after it is 
sold a second difficulty presents itself. 
Most of the members pay in but a 
small fee on joining a society. They 
are then supposed to be held in the 
society by the local secretary or col- 
lector, who is often given little or noth- 
ing for his work. The result is that 
from one-third to one-half of the new 
business written lapses within a year. 
It is thus seen that fraternal insurance 
has commercialized its field work to the 
extent that the cost of securing new 
business at least equals, and indeed it 
often exceeds, the cost of obtaining new 
business for the commercial companies. 
Yet to date the societies have been un- 
able to obtain the same efficiency, 
economy, stability, and confidence that 
characterizes the business of the com-’ 
panies. In fact, the most progressive 
societies that are maintaining, or striv- 
ing successfully towards, actuarial sol- 
vency, are repeating, in large measure, 
the early experience of the companies. 


FRATERNAL BENEFTTS 


Another phase in the recent develop- 
ment of this business has to do with the 
provisions of the fraternal benefit 
certificate. In addition to juvenile 
insurance, one may now purchase in- 
surance covering the whole of life, or 
only a term of it. Whole-life certif- 
icates may be purchased on either the 
level-premium orthe step-rate-premium 
plan. In the case of whole-life insur- 
ance on the step-rate-premium plan, 
the premium becomes a level one after 
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attaining some specified age such as 
sixty or sixty-five. If the insured 
‘person wishes to do so he may pay 
an extra premium, over and above the 
step-rates, during the step-rate period, 
the accumulation of extra premiums 
being used to reduce the level premium 
that begins late in life below what it 
otherwise would be. One may also 
purchase endowments of different du- 
rations, cr limited-payment life insur- 
ance. Ir fact the life benefits promised 
in fraternal benefit certificates are 
quite similar to those guaranteed by 
the contracts of commercial companies. 
It is also not uncommon to provide an 
accident and sickness benefit in fra- 
ternal certificates. 

It should be noted, however, that 
the fraternal benefit certificate is not a 
closed ecntract, but includes the by- 
laws of the society, and any amend- 
ments or them that may be made. 
Furtkermore, the society is required by 
Jaw to reserve the right to levy addition- 
al or increased assessments, and if these 
are not paid, it may reduce the amount 
of insurance. A commercial company 
cannot increase the premium rate on 
policies that have been issued beyond 
the gross rate stipulated in the contract. 


In SUMMARY 


To summarize the principal occur- 
rences ir the field of fraternal life in- 
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surance during the past decade, which 
covers the time elapsing since thes 
publication of the last volume of The 
Annals of the American Academy of 
Political and Social Science, devoted 
to insurance, we may state that the 
fraternal system has made substantial 
progress toward placing its business 
upon sound and enduring plans. As- 
sets have increased and a higher per- 
centage of solvency than that prevail- 
ing a decade ago has been attained. 
As a whole, the societies have steadily 
advanced towards an adequate-rate 
basis. They have adopted more busi- 
nesslike methods and plans for con- 
ducting most of their activities than 
those previously employed. In the», 
matter of selling their insurance and 
keeping it in force, they have not yet 
succeeded in perfecting an organiza- 
tion that functions efficiently. The 
cost of securing new business has 
greatly increased until it now seems 
very high compared to former costs. 
In fact, this increase has been so great 
that we have numerous instances in 
which sound fraternal insurance costs 
the insured person more than does 
the sound commercial insurance is- 
sued by old-line or legal-reserve com- 
panies. 


2 See Ths Annals for March, 1917, on “Modern. 
Insurance Problems.” 


The Fire Prevention Work of Stock Fire Insurance 
Companies 


By H. A. Suara 


President, National Fire Insurance Company of Hartford, and Chairman, Advisory 
Insurance Committee of the Chamber of Commerce of the United States 


OME years ago it was realized by 
executives of the leading stock fire 
insurance companies of the country 
that, although the business profited 
because fire is an ever-present possibil- 
ity in all walks of life, the incineration 
of material wealth was reaching pro- 
portions which threatened economic 
disaster. As a consequence they auth- 
orized The National Board of Fire 
Underwriters, which today represents 
two hundred and ten stock fire insur- 
ance corporations, and is supported by 
them, to formulate a campaign along 
engineering and educational lines that 
would result in safeguarding life and 
property to the fullest extent possible. 
Such a program was at once under- 
taken and it has developed steadily in 
scope and intensity with the years. 

This campaign has not been besed 
upon narrow self-interest but upon a 
recognition of the following principles: 
61) That every person and every 
organization Owes more to the common 
welfare than mere industry and obedi- 
ence to the law; and (2), that those 
whose commercial activities result from 
the existence of any given condition, the 
effects of which are detrimental, cannot 
avoid the responsibility of seeking to 
limit its public menace. 

This viewpoint developed after the 
National Board was organized in 1866 
to save the business of fire underwriting 
from disruption due to the demoraliza- 
tion which followed the Civil War. 
At first it had undertaken to be the 
controlling factor in fixing both rates 
and' commissions and thus started 


out to be a fire insurance trust; it was, 
in essence, the first great American 
trust, antedating by some twenty years 
the much-discussed period of combina- 
tion in industry and finance. Early 
efforts were disastrous, however, and, 
in 1876, 1t was definitely decided to 
abandon the attempt to determine 
rates. About ten years later, all super- 
vision over agents’ commissions was 
relinquished. ' 


SERVING THE PUBLIC 


Thus the Board made its exit from 
the field of jurisdiction over such 
technical insurance matters, and since 
then has grown steadily as an institu- 
tion of a purely service character, its 
work benefiting the public as well as the 
companies composing its membership. 

The operations of the organization 
are under the supervision of an Execu- 
tive Committee, of which the president 
is an ex-officio member, and to this 
body the following sub-committees 
report: Actuarial Bureau, Adjust- 
ments, Clauses and Forms, Construc- 
tion of Buildings, Finance, Fire Pre- 
vention and Engineering Standards, 
Incendiarism and Arson, Laws, Mem- 
bership, Public Relations, Statistics 
and Origin of Fires, and Uniform 
Accounting. The working force con- 
sists of a General Manager and office 
staff, and the special staffs of the fol- 
lowing six committees: Actuarial Bu- 
reau, Construction of Buildings, Fire 
Prevention and Engineering Standards, 
Incendiarism and Arson, Laws, and 
Public Relations. With the exception 
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of the Laws Committee, all of these 
departments are actively promoting 
fire prevention and fire protection. 
Operetioas are nation-wide; headquar- 
ters are in New York, but branch 
offices ai Chicago and San Francisco 
supply territorial engineering, arson 
inveszigating and legal service. 


CzNTrRALIZING Fire Loss 
RECORDS 


The A-tuarial Bureau is the center of 
fire loss statistics for the United States, 
and es far as is known has no counter- 
part in his country or elsewhere. It 
has a membership which includes 
“outside” companies as well as Board 
members and from all receives adjusters’ 
loss reports which give the values 
destroyed, insurance payments, struc- 
tural daza and other information. For 
the rast few years it has collected about 
one mill'on reports annually, and since 
its inception has received approximately 
nine millions of these documents, which 
have had to be examined, classified and 
tabulated by causes and construction. 
On a large loss there are always a 
number of companies involved and 
from. each must be obtained data neces- 
sary tc complete the record. The 
reports are boiled down eventually to 
actual claims on the various risks 
invalved and there are nowadays about 
four hundred thousand such claims 
eack year. 

The Bureau also operates a Loss 
Infcrmation Service which supplies 
confidential reports to members con- 
cerring persons who have acquired 
what might be called the “fire habit,” 
such deta being obviously of a preven- 
tive nasure. 

An _nstance illustrating how this 
service functions relates to an actress 
who tcured the Pacific Coast cities a 
few years ago leaving a trail of fire in 
her wake. Almost every time she 
stopped at a hotel long enough to 
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unpack her wardrobe, a fire would occur 
and seriously damage her personal 
belongings. She would immediately 
file a claim alleging that she had 
accidentally dropped a cigarette in he 
trunk, or had ignited gasoline while 
cleaning her clathes, or in some other 
way had fortuitously started a blaze. 
The evidence was always circumstan- 
tial but corroboration was supplied by 
the woman’s mother, or her friends, sc 
that it was difficult to shape up a water- 
tight case for a jury. The adjuster: 
who handled her claims, however. 
embodied their well-founded suspicions 
in their reports and these statement: 
converged in the files of the Loss In 
formation Service, where their signifi. 
cance at once became apparent. 

Thwarting criminal endeavor of this 
nature is clearly in the interests of the 
public as well as of the insurers, since 
the person who “burns for profit’ 
necessarily adds to the cost of idemnity 
which must be paid by honest policy- 
holders. Besides this, the defrauding 
policyholder also endangers, and fre- 
quently damages, the possessions of the 
upright. 

The Board’s Committee on Construc 
tion of Buildings has been termed e 
clearing house for mformation upor 
fire-resistive construction and similes 
technical subjects, but it is more thaz 
that; it has acted as a source of inspira 
tion and assistance in bettering struc 
tural methods in all classes of building: 
and in all parts of the country; 1 
co-operates with municipalities every 
where in formulating building code. 
and, by request, has submitted, gratis 
practical criticisms of hundreds of sucl 
laws. E 

The first edition of its Building Cod: 
was published about twenty-one year 
ago, and the work has since becom: 
recognized as the standard of fire safı 
construction, which means, also, con 
struction that is slow to deteriorate 
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It has also circulated widely a booklet 
dealing with inexpensive methods for 
increasing the fire safety of dwelling 
houses by means of fire stops between 
floors, proper chimney construction and 
so on. This Committee has, in addi- 
tion, organized the attack on the wooden 
shingle roof, which has been responsible 
for the spread of numerous conflagra- 
tions. 


SAFEGUARDING CITIES 


The work at present carried on by the 
Committee on Fire Prevention and 
Engineering Standards is the direct 
outcome of the Baltimore conflagration 
which occurred in 1904. On that 

«occasion it was forcibly brought home 
to insurance engineers that the increas- 
ing congestion of values in the larger 
cities represented a menace both to the 
public and to the business of fire under- 
writing. 

The crowding of population into the 
limited areas in itself creates a fire 
hazard, as was then recognized, and 
steps were taken to bring about an ex- 
pert study of the situation, with a view 
to formulating systematic measures 
for fire protection and fire prevention. 
Following the Baltimore conflagration 
the Board appointed a Committee 
of Twenty for the purpose of investi- 
gating the conditions mentioned so as 
to determine what remedial measures 
should be instituted in Baltimore, but 
the fundamental importance of the work 
soon became so obvious that the Com- 
mittee was made permanent. 

It is worth noting that in 1905 the 
engineering experts comprising the 
Committee predicted, following their 
inspection of San Francisco, that the 
construction of the city and other 
factors were so unfavorable that a 
sweeping fire was an ever-present 
possibility. What followed in April 
of the next year is a matter of history. 

Ever since that time, with the excep- 


105 


tion of the war period, the Committee 
has been engaged in making engineering 
surveys of American cities, and investi- 
gating numerous technical factors in 
fire prevention and protection, and 
perfecting ordinances covering hazard- 
ous industries. It is reasonable to say 
that its careful and constructive inquiry 
into the various phases of the conflagra- 
tion hazard has been at the root of 
a large part of the improvement in 
municipal conditions as regards physical 
protective factors, fire department 
equipment and operation, water supply 
and other items which affect the fire 
situation. 

The Committee’s engineers usually 
operate in field parties of four consisting 
of an investigator trained in water works 
practice, another to report on the fire 
department, fire alarm system and other 
fire department auxiliaries, a structural 
man who checks up physical conditions 
in the mercantile and manufacturing 
districts, and a general assistant. 
These field corps visit cities by invita- 
tion only and carry on their activities 
without charge to the municipalities. 
In the case of cities of one hundred 
thousand population an inspection 
requires about four weeks, but in the 
larger centers the stay of the engineers 
may continue for several months. 

The water supply, being of primary 
importance, is studied with respect to 
ts source, reservoirs, pressure, size and 
arrangement of mains, spacing of 
hydrants and other essential matters. 
Fire department engines are taken out 
and carefully tested. The fire alarm 
system is also tested and studied, wind 
velocities are ascertained and all other 
factors contributing to the conflagra- 
tion hazard are investigated in detail. 

At the close of this thorough-going 
survey, which is in the nature of a fire 
hazard diagnosis, the engineers prepare 
an exhaustive report accompanied by 
mapsand diagrams as well as suggestions 
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for correcting every defect that has been . 


noted. For this reason the reports are 
not simply critical but are also con- 
structrve. 

Thus far about three hundred and 
seventy-five cities have been reported 
upon in detail (many several times) and 
furnished with valuable, expert surveys 
at the Board’s expense. As indicative 
of the benefits accruing from these in- 
spections there may be cited the case of 
Jackson, Michigan, where it was found 
that an one side of the main street the 
water supply was copious while on the 
other it was deficient. Inspection dis- 
closed the fact that the low pressure on 
the ore side was due to the gate valves 
being threaded differently from the 
others. The city water department had 
no rezord of this condition and for 
years the valves had been closed when 
they werz thought to be open. The 
discovery of the true situation resulted 
in an ample supply of water from all the 
hydrants in that section. 


SPECIAL STUDIES 


The study of water supply, fire 
department operations, structural con- 
ditions and so forth, naturally resulted 
in tbe formulation of a “Standard 
Schedule for Grading Cities and Towns 
with Reference to Their Fire Defenses 
and Physical Conditions.” The first 
step in the preparation of this schedule 
was the establishment of standards cov- 
ering the items of leading importance. 
The classification of any given city is 
determined by the application of points 
of deficiency based upon the extent 
of variance from the standards, which 
were formulated after conditions in 
some five hundred cities had been 
minutely studied. The maximum num- 
ber o” deficiency marks amounts to five 
thousand and cities and towns are 
classified ¿in grades running from 
one to ten, according to their standing. 
The application of this schedule has 
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been highly beneficial in bending about 
improved conditions. | 

It has been noted in this connection 
that some cities have a tendeney to 
develop water supply while neglecting 
their fire departments, or vice versa. 
Such deviations are disclosed by the 
schedule, since it has standardized the 
relative importance of the various 
factors, and if one gear in the fire fight- 
ing machine lags behind the others a 
deficiency charge is made until it is 
brought up to the average. 

Another activity carried on by this 
committee is the standardization of hy- 
drants and hose threads, a task which 
has made steady progress during recent 
years. The dangers of nonstandard- 
ization have been demonstrated upon 
many occasions, notably during the 
great Baltimore conflagration when 
many of the fire engines sent from other 
cities to assist in extinguishing the 
fire were unable to connect with the 
Baltimore hydrants. 

Under this Committee’s supervision 
come, too, the salvage corps operated 
in a number of the larger cities, their 
protective work benefiting the insured 
and uninsured alike. 

One of the earliest activities which 
the Board proposed to carry out at the 
time of its organization was the suppres, 
sion of incendiarism and arson, and a 
fund of $100,000 was established by the 
member companies, so that the Board 
might offer rewards for the conviction 
of incendiaries. This plan remained in 
force until 1916 when a radical change 
was decided upon. Although the re- 
ward system had brought more than 
four hundred criminals to justice and 
doubtless acted as a deterrent in thou- 
sands of other cases, it was felt that the 
suppression of this despicable form of 
crime demanded more aggressive meas- 
ures. Accordingly the workiof the 
Committee was broadened Yso, as to 
provide for a staff of investigators who 
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have since been waging a continuous 


“war upon the “firebug” in all parts of 
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the country. The Committee has 
educated police officials and district 
attorneys in different communities in 
the proper conduct of arson cases, 
thereby increasing the number of 
convictions, and has also worked for the 
unification of arson laws in the different 
states. 


The numerous and diverging laws ` 


in the various states that pertain to 
fire underwriting, result in the need for 
constant legal advice and the Board’s 
Committee on Laws looks after this 
phase of company operation. Itstudies 
important matters of legislation which 
otherwise would have to be cared for 
by each company separately. It also 
keeps track of court decisions, taxation 
and other matters of a legal nature. 

The Board’s Committee on Public 
Relations was organized in 1916, largely 
to supplement the technical work of the 
other committees by means of educa- 
tional activities in furtherance cf fire 
prevention,, fire protection and fire 
insurance. It interprets to the public 
the technical work of the various other 
committees in terms understandable by 
the layman and thus promotes their 
aims and the public relations of the 
«business by an extensive use of printers’ 
ink and other media at its disposal. 
The Committee publishes a monthly 
bulletin entitled “Safeguarding America 
Against Fire,” as well as numerous 
booklets and circulars and a manual of 
fire prevention instruction for the 
schools of the United States. It also 
circulates educational motion pictures 
and supplies articles to publications of 
various kinds, including daily news- 
papers. 

It should be mentioned, as a matter 
of record, that the Board during the 
Great War rendered an invaluable 
service to the government by donating 
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the services of its engineers in the 
planning, erection and protection of 
cantonments, shipyards, hospital and 
supply bases and numerous other 
physical cogs of the war machine. It 
also organized an inspection service 
that resulted in the safeguarding of 
millions of bushels of wheat and other 
foodstuffs which were sorely needed at 
that time. 

The Board, in addition, maintains the 
Underwriters’ Laboratories, a unique 
scientific institution conducted for the 
purpose of laboratory tests upon articles, 
supplies and processes directly associ- 
ated with fire hazard, fire prevention or 
fire fighting, all of which have a vital 
bearing upon public safety. In recent 
years it has also been testing devices for 
the prevention of accident and theft. 
It is operated for service and not for 
profit, the experiments being conducted 
at cost, and its thoroughness and integ- 
rity have made its labels as meaningful 
in its field as the mark of “Sterling” 
upon a piece of silverware. 

The foregoing simply scratches the 
surface of the story of the service 
rendered by the stock fire insurance cor- 
porations through the National Board 
of Fire Underwriters, and, supplement- 
ing its activities, many of the com- 
panies maintain engineering stafis for 
the correction of hazards in the risks in 
which they are interested, the intent of 
such activity being the reduction of 
rates. 

Clearly, fire prevention and fire 
insurance are closely allied, both be- 
cause the underwriters are the prime 
movers in the national campaign of loss 
curtailment, and because the lessening 
of fire waste means the lowering of rates. 
In safeguarding industry and employ- 
ment, fire prevention becomes a great 
force for the common welfare. Thus 
fire prevention assists the public's 
pocketbook besides enhancing its safety. 


Use and Occupancy Insurance 


By Wiis O. Ross 
Manager, New York Fire Insurance Exchange 


We is called in the United 
States Use and Occupancy In- 
surance and is elsewhere in the world 
variously known as Profits Insurance, 
Consequential Damage Insurance, and 
Business Interruption Indemnity, is 
only about as old as the century, 
though the very first experiments in 
these directions date back thirty or 
forty 7ears earlier. Of late there have 
appeared many tracts and pamphlets, 
articles and contributions in periodicals, 
experiments in policy forms and rules, 
and sclutions of typical problems deal- 
ing wth or involving this subject, or 
some of its branches. A bulletin 
issued in April, 1925, by the Insurance 
Society of New York listed nearly 
sixty ~itles dealing with the topic, and 
I judge that this is a mere selection 
from the whole body of the material 
in the soziety’s files. Many of these 
articles are repetitions of each other, 
prepared for purely local reading or 
printing, and never intended for gen- 
eral publication. The program of an 
insurance society or association or the 
table of contents of an insurance jour- 
nal im Liverpool, or New York, or 
Sydney, N. S. W., will almost always 
be found to have something on this 
subject. And until the time comes for 
the appearance of a standard treatise 
on Use and Occupancy, the searcher 
for information concerning it will find 
his task a tedious and confusing one. 
And that time is not yet. For the 
subject itself is being standardized 
but slowly, either in theory or in 
practice. At present much of the 
best work in this field is being done by 
adjusters and others examining into 


the detailed features presented by 
typical Use and Occupancy losses, and 
endeavoring to secure such improve- 
ments of policy form and interpretation 
as will promote equity by extending the 
scope and flexibility of this form of 
coverage. ‘This feeling-out of the sub- 
ject must precede any effective phi- 
losophizing about it. 


IMPORTANT EXCLUSIONS 


Meantime, 1t will be worth while to 
examine the general outlines, the pres- 
ent development, and the apparent 
tendencies of this branch of insurance. 
And it will be necessary to begin with 
at least two important exclusions. 
In the first place, it is manifest that 
losses from interruption of business, 
as distinct from the destruction or 
damage of physical property, or the 
loss or injury of life or limb, may occur 
from many other causes than fire, 
some similar and others wholly dis- 
similar to that cause; and as 1s natural, 
such losses are being increasingly, 
studied and provided for by various 
groups of underwriters, quite outside 
the fire insurance field. Explosion, 
earthquake, windstorm, hail, sprinkler 
leakage, collision, burglary, and the 
like, not to mention epidemics and 
miscellaneous catastrophies, may all 
entail consequential losses of the 
same general class as interruption of 
business, in addition to the direct 
physical and material damage they 
cause. But in this paper I am confin- 
ing the use of the term Use and Occu- 
pancy Insurance tothe coverage against 
interruption loss caused wholly by 
fire. 
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And in the second place, there are 
- many other kinds of insurance against 
loss by fire that deal with losses as 
truly indirect or consequential or 
contingent—as truly non-physical, in 
other words—as what is commonly 
called a Use and Occupancy loss. 
Some of these differ widely from Use 
and Occupancy, while some are dis- 
tinguished from it with difficulty, or 
merge insensibly into it, or have some 
features in common with it. Among 
these are Rents, Leasehold Interest, 
Improvements and Betterments, Prof- 
its, Excess Replacement Cost (due to 
municipal ordinances, etc.), Interrup- 
tion of Refrigerating or Heating Ser- 
“y vice, and Garment Workers’ Conse- 
quential Damage (depreciation caused 
by loss of some parts of the suits of a 
stock of clothing to the remaining value 
of the other parts, not affected by fire). 
Some of these, either by their names 
or from long and familiar usage among 
underwriters and the insuring public, 
are not likely to be confused with Use 
and Occupancy. Two or three may 
require to be “distinguished,” as the 
courts would say. For instance, Rents 
and Rental Value are primarily the 
income from letting a property to be 
occupied by others, not the value to 
¿the owner for his own use. Leasehold 
Interest is the specific value of a build- 
ing, either to occupy or sublet, over 
the reserved or stipulated rental pay- 
able to the owner—or, in other words, 
the profits on a lease. Profits In- 
surance, in a strict sense, is limited to 
the specific profit expected (and rea- 
sonably computable) on actual mer- 
chandise involved in a loss, and does 
not include the expected but indefinite 
profit from the future operation of a 
going business. The other four kinds 
of cover here listed take care of various 
kinds of loss to actual and material 
property which, though consequential 
in one or another sense, do not have 
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to do with duration of unoccupancy or 
untenantability. 

From this brief summary it will 
appear that either Use and Occupancy 
or Business Interruption Indemnity 
is a better term for the contract under 
consideration than Consequential Loss 
or Profits Insurance, since, of the 
latter terms, the first is much too gen- 
eral and the second is at once too 
narrow, as seeming to leave out fixed 
charges, and at the same time too 
general, as including profits on de- 
stroyed finished merchandise, which 
are a proper subject for what is specif- 
ically called Profits Insurance. Per- 
sonally, I think Business Interruption 
Indemnity the best of the terms in use, 
though not strictly expressive. 

Having thus excluded all causes 
except fire, and all kinds of conse- 
quential or indirect loss, even by fire, 
except those due to interruption of the 
activities of a going concern, it will be 
in order to consider, necessarily with 
great brevity, 


(1) the elements or component parts 
of the Use and Occupancy 
coverage; 

(2) the restrictions and limitations 
under which it may be granted; 

(8) the method of computing the 
rate for such a contract; and 

(4) the apparent tendencies of this 
branch of the insurance business. 


(1) In general, the elements of a 
Use and Occupancy loss are, (a) the 
net profits on the business prevented 
by the fire, (b) the fixed charges and 
expenses that the insured must con- 
tinue, or that a prudent man so situated 
would continue, during a total or 
partial suspension, and (c) what the 
English call “increased cost of work- 
ing” but what in American forms is 
more narrowly described as “expenses 
incurred for the purpose of reducing the 
loss.” 
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REeTRICTIONS AND LIMITATIONS 


(2) H is easy enough to understand, 
and to approve, the inclusion of these 
three component factors in the cover- 
age of such a policy. But to get a 
close-up’ of the contract takes a 
little efforz. For instance, some au- 
thorities allow, and some forbid, the 
omission ef any one of these three 
subjects o? insurance, and some even 
allow the policy to be limited to a named 
few cf the fixed or standing charges 
and for a mamed limit of either timeor 
amouns. Again, it is customary to 
limit this fixed charge item by the 
words “‘tc the extent only that such 
fixed charges and expenses would have 
been earnzd had no fire occurred”; 
and “the increased cost of working,” 
or “expense incurred for the purpose 
of reducirg the loss” by the words, 
“for not exceeding such time as shall 
be req_ured, with the exercise of due 
diligenze and despatch, to rebuild, 
repair or replace,” etc. And the whole 
coveraze, in the more ordinary non- 
coinsurance and per diem form of 
policy, is limited to the actual loss 
sustaired, not exceeding 1/800 (or 
1/365) of the policy amount, “due 
consideration being given to the experi- 
ence of the business before the fire and 
the probeble experience thereafter.” 
No peziod during which this previous 
experience is to be collated is specified, 
nor is the continuance of the period of 
indemnification fixed, except by the 
fact that it would take a year to ex- 
haust the insurance at the named per 
diem; anc if a longer period of con- 
tinued parment is desired it can be had 
by increasing the insurance and reduc- 
ing the per diem fraction. This frac- 
tion, a1owever, cannot be increased 
and t1us a shorter period of total 
suspensior liability than one year set 
up. The per diem liability in case 
of partia] suspension is pro-rata of 
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what it would be in case of total sus- 
pension. An additional premium is- 
charged for extending the term of 
liability for interruption to cover the 
need of replacing raw stock and or 
stock in process beyond the time re- 
quired for replacing building and ma- 
chinery; but of course there is no 
liability for property loss on stock of 
any kind. 

But there is another kind or method 
of limitation that is extremely im- 
portant, and as to the use of which 
there is great diversity of view and 
practice. That has to do with the 
feature variously covered by pro-rata, 
coinsurance or average, and valuation 
clauses respectively. The form I have f 
just summarized or culled from is the 
so-called per diem form, under which 
the liability for loss from interruption 
is limited to 1/300 or 1/365 of the 
amount of the policy, for each day of 
such interruption. A modification of 
this form substitutes a weekly for a 
per diem rate of pay, at 1/52 of the 
policy amount for each week of in- 
terruption; and this gives a little 
better indemnity to the insured, be- 
cause it adjusts itself better to cases 
where considerable day-to-day, but a 
less considerable week-to-week, varia- 
tion in the output or turnover is, 
characteristic. In neither of these is 
any coinsurance or average feature 
present. But there is also a coin- 
surance form that leaves out the per 
diem or weekly measure of indemnity 
and makes the company liable for 
such portion of any interruption loss 
as its policy amount constitutes of the 
value of the annual use and occupancy. 
This is usually stil more favorable to 
the insured, or perhaps more unfair 
to the company, because a fire coming 
at a time of “peak” business may 
exhaust a large proportion of the policy 
in a comparatively brief interruption. 
And finally, there is the straight 
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“valued” form which pays a named 
- sum per day (not a named fraction of 
the policy) for each day of total in- 
terruption, without requiring any show- 
ing as to the amount of the actual loss, 
and a pro-rata of that sum for each 
day of partial interruption. 


METHOD OF COMPUTING RATES 
(3) As to rating for Use and Oc- 


cupancy insurance, that is a subject 
involved in confusion, if not in chaos. 
None of the English authorities that 
I have seen throw any light on the 
English practice, and in this country 
the less light thrown upon it the better. 
In general, the rate for the per diem 
« non-coinsurance form for mercantile 
or non-manufacturing risks is based on 
a percentage of the eighty per cent 
coinsurance building rate, or of the 
average between that and the corre- 
sponding contents rate, according to 
the cover of the policy; an increase 
being charged for the weekly form and 
a greater increase for the coinsurance 
form. For manufacturing risks a spe- 
cial schedule has been evolved, though 
that also is based on building and or 
contents fire rates, with special charges 
and allowances for greater or less 
difficulty of replacement of domestic 
, and imported machinery, etc. 


_ APPARENT TENDENCIES IN.USE $ 
Occupancy INSURANCE 


(4) As to the tendencies in this field 
of insurance, the following appear to 
me to be visible: 

” (a) The demand for this insurance, 
and for its clearer demarcation from 
other forms of cover, will steadily 
grow and its importance in the in- 
surance and the commercial world will 
increase. 

(b) The effort to standardize forms, 
as is being done in the East under the 
direction of the Uniform Rules and 
Clauses Committee of the so-called 
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Eastern Union, and in the West by 
the Western Actuarial Bureau, seems 
to me likely to break down. Already 
there are eight approved or standard- 
ized forms and two or more riders for 
each duly promulgated, with the valued 
policy in several forms apparently yet 
to come. The eight forms at present 
outstanding are entitled as follows: 


Per Diem Form No. 1, for Manufacturing 
Plants in Steady Operation. 

Per Diem Form No. 2, for Mercantile 
or Non-Manufacturing Risks in Steady 
Operation, 

Weekly Form No. 3, for Mercantile or 
Non-Manulacturing Risks in Steady Opera- 
ticn. 

Per Diem Form No, 4, for Manufacturing 
Plants Having Seasonal Operations or 
Fluctuating Earnings. 

Per Diem Form No. 5, for Mercantile 
or Non-Manufacturing Risks Having Sea- 
sonal Operations or Fluctuating Earnings. 

Weekly Form No. 6, for Mercantile or 
Non-Manufacturing Risks Having Sea- 
sonal Operations or Fluctuating Earnings. 

Coinsurance Form No. 7, for Manufac- 
turing Plants; Steady or Seasonal Opera- 
tions, or Fluctuating Earnings. 

Coinsurance Form No. 8, for Mercantile 
or Non-Manufacturing Risks, Steady or 
Seasonal Operation, or Fluctuating Earn- 
ings. 


In addition, there are rider forms to 
cover stock in process, attachable to 
Forms Nos. 1 and 4, and special forms 
for Use and Occupancy policies cover- 
ing lightning and electrical exemption 
clause, etc. And still the demand that 
each important risk be allowed to have 
its own policy form drawn to fit its 
own needs and circumstances is steadily 
growing. Practically, that is and has 
long been done in England. The 
popular demand for its introduction 
in this country will meet with strong 
resistance because of the need under 
the laws of most of the states to make 
like rates for like risks and covers, and 
of the difficulty of varying the Use 
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and Occupancy rates of all imaginable 
varieties and limitations of cover. It 
may be that a common rate or method 
of rating can be established for all 
risks of the same general class of Use 
and Occupancy cover, regardless of 
minor differences. At any rate, I am 
inclined to think the standard Use and 
Occupancy forms must go, or be re- 
duced to a limited use, or very gen- 
erally modified, as'need may be. 

I hope and believe the good sense 
of underwriters, property owners, and 
state insurance department officials 
and legislators will drive out of use 
entirely the valued form of Use and 
Occupancy policy. It is theoretically 
unsound, violative of the great principle 
of strict indemnity, and productive 
of moral hazard. To be sure, it is 
easy to interpret, but that is its sole 
merit and that merit does not offset 
its general viciousness. Only the New 
England Mutuals use it extensively 
and with fairly satisfactory results, 
but the character of their membership 
is such as to reduce moral hazard 
features to a minimum, and this is a 
condition not to be duplicated in 
general business. The English un- 
derwriters, barring those inveterate 
gamblers, the Lloyds, have of late 
years tended more and more to aban- 
don the use of all manner of valued 
policies. 


UNSUITABILITY OF THE STANDARD 
Fie PoicY 


One rather fundamental difficulty 
about the Use and Occupancy problem 
in this country must be stated here. 
There is a very grave doubt whether 
the type of Standard Fire Policy, of 
which that prescribed by law in New 
York State is the best known, can be 
used as a basis for the insurance of Use 
and Occupancy at all. A former 
Superintendent of Insurance of the 
‘State of New York, the late Honorable 
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William T. Emmett, stated that he was 
convinced that the Standard Fire 
Policy was not intended and could not 
legally be used for any of the typical 
forms of policy dealing with contingent 
or consequential losses, rather than 
direct property damages; as, for in- 
stance, Use and Occupancy, rents, 
profits, leasehold interest, etc. In 
practice, this opinion has never been 
followed or relied upon, but a good deal 
may be said initsfavor. For example, 
to limit our inquiry to Use and Occu- 
pancy, it is to be noted that the Stand- 
ard Fire Policy in good set terms seems 
to forbid the payment of the kind of 
loss which is the exclusive concern of 
Use and Occupancy Insurance. The 
Policy says that the (named company) 
“does insure” (the name of the in- 
sured) “against all direct loss and 
damage by fire . . . (for the named 
term) to the following described prop- 
erty located,” etc.; “to the extent of 
the actual cash value... of the 
property at the time of loss or damage, 
... without compensation for loss 
resulting from interruption of business 
or manufacture.” That would seem 
to exclude altogether the possibility of 
covering Use and Occupancy on such 
a statutory form of contract. 

The practical conclusion reached, 
however, has been that this restriction 
merely forbids the inclusion in the 
computation of a direct property loss 
of any interruption loss as a part 
thereof, but without meaning to pro- 
hibit, and without effectually prohibit- 
ing, in fact, the specific assumption of 
loss from interruption as a major sub- 
ject of insurance; so that it has been 
deemed safe to attach to the Standard 
Fire Policy blank special policy forms 
or a series of riders expressly devised 
for the assumption of Use and Oc- 
cupancy lability, and to a considerable 
extent superseding the general pro- 
visions of the Standard Policy, intended 


, 


Use AND Occupancy Insurance 


for property insurance. with others 
« more specifically applicable to insurance 
against interruption of business. 

It is probable that there should also 
have been introduced a provision for 
the payment of Use and Occupancy 
losses by instalments where the extent 
of interruption may be identified by 
the insured’s records, and perhaps also 
that a more particular method of 
handling appraisals or arbitrations and 
one more suitable to the nature of the 
loss, should likewise have been in- 
serted. The English custom appears 
to be to issue business interruption 
policies on a form that is not in any 
respect a regular fire policy, and to 
make the adjustment depend almost 
exclusively upon the adjustment re- 
ports of chartered accountants who are 
called upon to examine the insured’s 
records from time to time after the fire 
and until the full restoration of the 
regular volume of business has been 
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attained, with a further provision that 
upon the successive reports of these 
accountants instalment payments of 
the loss will be made. Undoubtedly, 
it is a more clean-cut and satisfactory 
way of treating this kind of contract, 
but the difficulties in the way of having 
a considerable number of different 
standard forms of policy prepared for 
use in the different kinds of Conse- 
quential, Contingent, or Indirect Loss 
Insurance, have operated to prevent 
the adoption of the English model and 
practice in this country. Perhaps, 
however, it may be said that we are 
more English than the English in 
applying to this case the good old 
English practice of getting along with 
an old and unsuitable form of language 
rather than embark on the hazardous 
search for a new form which, though 
theoretically better, may develop un- 
expected practical disadvantages of 
its own. 


The Regulation of Fire Insurance Rates 


By Rosert Ringer, Pu.D. 
Professor of Insurance, Wharton School of Finance and Commerce, University of Pennsylvania 


I. Review or Fie Insurance Rate 
LEGISLATION 


N an article published in 1917! the 
author traced the development of 
state legislation for the regulation of 
fire insurance rates and made a survey 
of the existing laws. The chief pur- 
pose of this article was to describe the 
economic services rendered by fire 
underwriters’ associations which are 
largely instrumental in ratemaking and 
to show the total lack of any com- 
prehensive theory for the regulation 
of this large and specialized business. 
The history of judicial decisions demon- 
strated that the common law was inad- 
equate as a method of regulation ? and 
that anti-trust statutes, which were 
and are plentiful, had in numerous 
cases been held inapplicable to fire 
insurance. A number of states, how- 
ever, then had and still retain on the 
statute books “anti-compact” laws, 
which specifically forbade insurance 
companies from (to use a common 
phraseology) “‘forming any combina- 
tion or agreement for the purpose of 
regulating or fixing the price or pre- 
mium to be paid for insuring property 
1“ Rate-making Organizations in Fire Insur- 
ance,” The Annals of the American Academy of 
Political and Social Science, Vol. LXX, March, 
1917. 

* For references sse the article in question and 
also Rebert Fiegel, “Fire Underwriters’ Associ- 
ations in the United States,” Chronicle Co., 
N. Y., 1815, pp. 53-55. 

ê Because the anti-trust law ordinarily is appli- 
cable to “trade,” “commerce,” “dealings in com- 
modities,” etc., and insurance was held not to 
be included within the scope of such expressions. 
For citations of these cases ses “Fire Under- 
writers’ Associations in the United States,” pp. 
55-58. 


against loss or damage by fire.” Any 
doubt as to the efficacy of such laws 
was speedily resolved by decisions 
affirming the states’ right to exercise 
this power. 

It was evident in 1917 from the eco- 
nomic history of combination in the 
railroad and industrial fields that laws 
of the above types were inadequate in 
conception and effect and that, further- 
more, they were illogical in principle 
when applied to the insurance business, 
the very essence of which is co-opera- 
tion and not competition in prices. An 
effort was made to exhibit the contra- 
dictions and absurdities which were 
created by legislation often destined 
to lie unenforced on the statute books 
but sometimes brought forward in 
acrimonious disputes which merely 
served to temporarily deprive citizens 
of insurance protection. 

There was gradually evolving at 
that time, however, a type of law which 
recognized or even specifically author- 
ized co-operative effort in the making 
of rates, and it appeared questionable 
whether this or actual price fixing by 
the state itself would be the policy gen- 
erally adopted. In Texas in 1910 a 
law had been passed which gave the 
state Insurance Commission power to 
fix, determine and promulgate the rates 
of premium to be charged and collected 
and to prescribe uniform policies and 
forms to be used.* Between then and 
1917 there arose considerable agitation 
for similar laws in other states and it 
remained to be seen whether the exam- 
ple set in Texas would be followed else- 
where. After the lapse of ten years it 

‘Statutes of Texas, 1920, Secs. 4876-4904. 
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is possible to answer this question and 
a recent abstract of state laws! enables 
a comparison between the status of 
legislation in 1917 and at the present 
date. 


Il. Ootus or Exostine LEGISLATION 


The following table shows &pproxi- 
mately the legislative situation of the 
present and the past, with respect to 
fire insurance rating. The table pre- 
pared in 1917 for the article referred to 
has been brought down to 1926, by 
adding in alics thenew laws emanating 
since 1917 and indicating the repeal of 
laws by brackets. Itis difficult to con- 
vey a precise picture of such a broad 
subject, involving forty-six jurisdic- 
tions, in a table. This may be illus- 
trated by one or two concrete instances. 
The statutes of a state may not contain 
any provision which in so many words 
prohibits discriminations in rates and 
yet may confer power on the insurance 
superintendent to revise unreasonable 
rates, which might seem to include 
the power to remove discriminativas. 
Some states have on the books at the 
sametime anti-trust statutes forbidding 
combinations to fix prices or even 
anti-compact laws forbidding insurance 
companies to combine to fix insurance 
rates and yet at the same time have 
statutes permitting the formation of 
rate-making bureaus or rating services. 
Presumably the latter are supposed to 
nullify the former. It is also difficult 
to ascertain what laws are repealed be- 
cause they simply, as it were, disap- 
pear unnoticed while new laws are apt 
to attract attention. 

In Column A are given both the anti- 
compact and anti-trust laws, the latter 
being indicated by (T). The former 
are laws which forbid combinations or 
k 5C. W. Hobbs, “State Regulation of Insur- 
ance Rates,” Proceedings of the Casualty Actu- 


arial Society, Vol. XI, Part IJ, No. 24, pp. 
218-275. 
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agreements to fix rates of premium, 
mentioning insurance by name. The 
latter are laws forbidding combinations 
in restraint of trade, or commerce, to 
control the price of commodities or to 
prevent competition, insurance not 
being specifically mentioned. Column 
E * shows the states in which there is an 
act prohibiting discrimination in rates, 
not including so-called anti-rebate laws 
which prohibit agents from returning to 
purchasers of insurance any portion'of 
their commission for writing the busi- 
ness. These laws are designed to pre- 
vent insurance companies from favor- 
ing individuals by writing insurance on 
risks of substantially the same hazard 
at different rates. Column C? shows 
the various state acts permitting agree- 
ments between companies relative to 
rates or the formation of rating bu- 
reaus or the employment of common 
rating agencies. Column D indicates 
the existence of acts which require 
companies to be members of a rating 
bureau and recognize such bureaus. 
Column E shows states in which the 
commissioner of insurance or other 
authority may make examination of 
rating bureaus or other methods of 
making rates. Column F contains the 
states having state rating laws. Col- 
umn G enumerates the states in which 
the superintendent or other state au- 
thority has power to order revisions in 
rates, other than the mere removal of 
discriminations. 

The table follows, but the average 
reader will probably prefer to examine 
the paragraphs succeeding the table, 
which summarize verbally the principal 
changes in legislation which have 
occurred. 


3 The columns are placed in an order differing 
from the table in the earlier article. 

7 This column, unlike others, is not an exclu- 
give classification, because it includes not only 
states which permi but those which requtre 
co-operative action. 
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Ark. 


(Idaho) 


S. C. 





a a a l e is ea a 

%A board constituted to hear cases and make recommendations—enforcement depends on 
public opinien. 

19 The courts have held combinations of insurance companies-illegal. 
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Id. Anti-Trust AND Anti-Compact 
Laws 


In the ten-year period from 1917 to 
1926 very little change has taken place 
in that group of laws designated as 
anti-trust or anti-compact laws, as may 
be seen from Column A in the accom- 
panying table" The only addition to 
the 1917 list of such statutes is Ohio, 
which provides that any member of a 
combination to control rates or com- 
missions to agents is subject to revoca- 
tion of its license, although agents may 
be co-operatively employed to examine 
buildings, suggest protective and pre- 
ventive measures and to estimate the 
relative hazard of risks. On the other 
hand there has been no diminution in 
the number of such laws. there being at 
present twenty anti-trust statues which 
do not specifically mention insurance 
and sixteen anti-compact statutes, 
which name insurance as included. In 
fifteen instances the state apparently 
gives with the left hand what it takes 
away with the right, displaying the 
apparent anomaly of anti-trust or anti- 
compact laws forbidding combinations 
and at the same time statutes which 
permit or require insurance companies 
to be members of a rating bureau. 
Whether it was intended that the lat- 
ter statutes should remove insurance 
companies from the penalties of the 
former statutes ornot ismere conjecture. 


TV. Srats Ratine Laws 


The only Jaw which now exists 
vesting authority in the state to origi- 
nally make the rates at which insurance 
may be written is that of Texas.!? con- 
ferring the power upon an Insurance 
Commission composed of the Commis- 
sioner of Insurance and two members 
appointed by the Governor. This 
body has the power to fix and promul- 


1 Ses table on p. 116. 
12 Statutes of Texas, 1920, Secs. 4876-4904. 


117 


gate the rates to be used by all com- 
panies, with the proviso that such rates 
must be reasonable and that thirty 
days’ notice of changes must be given. 
Where risks are not rated by the state 
they may be written by the companies 
at their own rates. The policies and 
forms used may be prescribed by the 
Commission and the companies must 
file a report of the rate charged on each 
risk written. No state has followed 
the example of Texas since 1917 and 
the law of Idaho, which was of substan- 
tially similar intent, has been repealed. 
It is evident that the state rating law 
is not generally considered a satisfac- 
tory remedy for the evils in fire in- 
surance rating. 


V. Laws AGAINST DISCRIMINATION 


Tf state rating does not meet with 
approval on the one hand and free com- 
petition is not enforced on the other, 
the only middle ground is regulated 
co-operation. Thus state laws were 
passed which prohibited discrimination 
(1) between risks of the same class 
or (2) between risks of similar hazard or 
(3) in the application of schedules of 
charges and credits. These statutes 
ordinarily give the insurance commis- 
sioner power to order the discrimina- 
tions removed. In Massachusetts a 
board is constituted to hear cases and 
make recommendations and public 
opinion is relied upon to enforce the 
conclusions. Such laws have become 
increasingly general in the past ten 
years, nineteen states having added 
them to the statute books. Their 
necessity appears to become recognized 
ininverse proportion to their usefulness, 
for under previous conditions of un- 
restrained competition they were very 
valuable and the evils of unrestrained 
competition in rates have now been 
considerably reduced. In other words 
such laws are now harmless but seldom 
required. 


118 


VI. Fats REGULATION Laws 
The laws prohibiting discrimination, 


however, naturally led to an extension 
of state regulation. In order to effec- 
tively prevent discrimination it is 
necessary to regulate the classification 
of risks by requiring that methods of 
making rates, schedules, etc., be filed; 
to make public the knowledge of the 
rates which apply to all risks by re- 
quiring «he filing of rates; to provide 
for investigation of discrimination in 
the form of hearings by imsurance 
commissioners or boards and to give 
state authozities power to enforce re- 
moval of discriminations. Such stat- 
utes naturally divide themselves into 
three groups with reference to their 
severity 

A. Revision of Rates by State Offi- 
cials—The first group includes those 
states which empower the superintend- 
ent of insurance or board to compel the 
revision of rates filed by insurance com- 
panies, without stipulating any recog- 
nized method of originally arriving at 
the rate3 except to prohibit discrimina- 
tion. Thus the companies may pur- 
chase their rates from an “indepen- 
dent” rater, agents and brokers may 
form associations for the purpose of 
co-operatively making rates or com- 
panies may establish rating bureaus. 
This form of regulation originated in 
New Eampshire in 1899, and had 
tended to cisappear by 1917, only two 
states following the system at that 
time and in 1926 the 1917 statutes 
had disappeared but two newer laws 
had taken -heir places. 

B. Laws Permitting the Establishment 
of Rating Pureaus.—The second group 
of laws comprises those which permit 
and authcrize the establishment of 
rating bureaus or permit the formation 
of agreements to make rates, which 
results either in a rating organization 
which sells rates to the companies or 
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an association of agents or companies 
which makes the rates. In 1917 
there were four such laws on the 
statute books and by 1926 this type 
of law had been adopted by thirteen 
states. It constitutes one of the two 
types of legislation whose popularity 
is growing. Of the thirteen states 
where this form of regulation now ex- 
ists, six have laws which appear to 
give the superintendent little or no 
power over the revision of rates. Of 
these six, two (South Dakota and West 
Virginia) are substantially alike and 
provide: 


(1) That rating bureaus are recognized ` 
by law. 

(2) That the insurance commissioner 
shall have power to examine such 
rating bureaus. 

(8) That the insurance commissionermay 
require companies to file under- 
writing rules, schedules, rates of 
premium and forms used. 

(4) That the insurance commissioner 
may investigate general advances 
or reductions in rates and approve 
or disapprove the same, subject to 
court review. 


In four other states (Idaho, Oregon, 
Pennsylvania and Washington) the law 
is substantially the same except that, 
on paper at least, the commissioner has 
less power with respect to disapproval 
of rates. 

In seven states the laws provide for 
all of the above end in addition give 
to the superintendent or an insurance 
board power to disapprove unreason- 
able or excessive rates and fix reason- 
able ones. Of these, three statutes 
(Arkansas, New York and South Caro- 
lina), are substantially similar and 
provide: 

(1) That rating bureaus are oa 

by the law. 

(2) That the insurance commissioner he 

power to examine such: rating 
bureaus. 


5] 


Tse REGULATION OF Free Insurance RATES 


(3) That the companies and brreaus are 
required to file underwriting rules, 
schedules, rates of premium and 
forms used. 

(4) That the commissioner may hold 
hearings to investigate alleged 
discriminations and order discrim- 
inations removed. 

(5) That the commissioner may investi- 
gate rate agreements and disap- 
prove the same, subject to review 
by the courts. 

(6) That the commissioner may order 
general reductions in rates if, dur- 
ing the preceding five years, the 
stock companies show an under- 
writing profit of five per cent on 
business within the state. 


In four other states (Michigan, Ver- 
mont, Missouri and North Carolina) 
the laws are almost identical, but the 
provision regarding revision of rates 
does not allude to the experience of 
the preceding five years and merely 
refers to unreasonable or excessive 
rates. 

Included in this group is New York, 
which has the most complete law on 
the statute books and receives some 
description later. 

C. Laws Requiring the Establishment 
of Rating Bureaus —Of those states 
which have -enacted rate regulation 
laws, a third group of nine states actu- 
ally require the insurance companies 
to form rating bureaus and to be mem- 
bers thereof. There were only three 
such laws in 1917 and: by 1926 the 
number had increased to nine, this 
type of legislation thus showing a 
very great relative increase. These 
laws are all practically identical in 
character. Also, with the exception 
of the statute in Ohio, they all provide 
for the revision of rates by the in- 
surance commissioner or other state 
authority. Except for this latter differ- 
ence they are substantially the same 
as the laws which merely permit the 
formation of bureaus, and therefore 
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require no further comment except to 
point out that this type of legislation is 
a startling contrast to the laws pronibit- 
ing combination which were formerly 
so popular and that they virtually 
nullify anti-trust and anti-compact 
laws, although the latter in nearly 
every instance remain on the statute 
books. Taken together the laws per- 
mitting bureaus and requiring bureaus 
show an increase from seven to twenty- 
two during the period under review. 

D. Outline of the New York Law.%— 
By the New York law fire insurance 
companies and agents are permitted to 
become members of rating organiza- 
tions or bureaus, which organizations 
are required to admit to membership 
without discrimination all persons 
authorized to transact fire insurance 
in the state. No person, association 
or corporation, however, shall be a mem- 
ber of more than one organization for 
the purpose of rating the same hazards, 
and members of organizations axe re- 
quired to comply with all the rates 
and rules promulgated by the organiza- 
tion. 

Every such rating organization 
which suggests or approves rates to be 
used by more than one underwriter 
must furnish to the superintendent. of 
insurance a list of members and & de- 
scription of its organization, together 
with such other information as the 
superintendent may deem desirable 
and is subject to visitation and exami- 
nation by the insurance department. 
The organization or bureau must not 
refuse to do business with any broker 
licensed by the state unless the latter 
refuses to abide by the reasonable rules 
of the organization. It is also required 
to keep complete records of its proceed- 
ings and to furnish to the insured or 


. his representative upon request infor- 


mation respecting the manner in which 
his rate was arrived at. 
Laws of 1922, Secs. 141, 141-a. 
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All such organizations must file with 
the superintendent of insurance the 
rates and rating plans which are in 
use, and the rates filed must not (a) 
be discriminatory or (b) require the 
placing of the entire amount of insur- 
ance with members of the organization. 
The superintendent of insurance may, 
after a hearing, order the removal of 
discriminations, subject to review by 
certiorari order in the supreme and 
appellate courts of the state. The act 
requires that the rules, schedules and 
methods of rating shall be reasonable, 
and the rates are to be either minimum 
class rates, schedule rates or (in the 
discretion of the superintendent) non- 
schedule flat rates. No member may 
write insurance, except under the rules 
and rates of the organization of which 
he is a member, but upon thirty 
days’ notice any company may, subject 
to the epproval of the superintendent, 
charge rates which are a uniform per- 
centage higher or lower than the organ- 
ization rates. 

Every uncerwriter transacting a fire 
insurance business in the state is re- 
quired to file annually with the bureau 
of which he is a member, a statement 
of premiums written and losses in- 
curred for the information of the in- 
surancedepartment. Thesuperintend- 
ent of insurance may hold hearings 
to investigate rates and may require an 
adjustment of same whenever the 
profit derived over a period of five years 
preceding is “excessive, inadequate, 
unjust or unreasonable,” subject to 
review by the courts as described 
previously. 

It will be noted that this law contains 
the following essential features: 
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(1) It authorizes the formation of rating 
bureaus. 

(2) It enables such bureaus to enforce 
their reasonable rules and rates. 

(3) It prohibits discrimination by such 
bureaus among insureds’ agents 
and brokers. 

(4) It makes such bureaus and their acts 
and records subject to examination 
by the insurance department. 

(5) It gives the superintendent of insur- 
ance power to revise rates. 


VI. Laws AUTHORIZING EXAMINA- 
TION OF RATING BUREAUS 


All of the rate regulation laws per- 
mitting or authorizingthe establishment 
of rating bureaus give the insurance 
commissioner power to examine the 
operation of such bureaus, so that the 
number of states authorizing such ex- 
aminations has increased from twelve 
to twenty-four. 


VUI. CONCLUSION 


The foregoing survey of legislation 
seems to indicate that the present-day 
tendency is to enact laws which en- 
courage the promulgation of rates ar- 
rived at by mutual agreement and 
co-operation, thus recognizing that 
price competition is not a satisfactory 
guiding principle in the regulation of 
insurance, due to the inherent nature 
of the business. The New York stat- 
ute, although merely permitting the 
formation of rating bureaus, is the 
most.complete and comprehensive law 
on the statute books ánd it is difficult 
to see how other states which permit 
the formation of rating bureaus can 
avoid adding to their statutes addi- 
tional provisions similar to those of 
New York. 


Weather Forms of Ir 


-Sarice 


By G. Wrieut Horrman, Pa.D. 


Assistant Professor of Insurance, Wharton School of Finance and Commerce, 
University of Pennsylvania 


HE term “weather insurance,” 

when used, usually refers to rain 
insurance. It covers loss of income 
and/or expenses occasioned by rain 
and other precipitation when measured 
as rainfall and is written on any one 
of a number of forms. From the title 
of this paper—‘‘Weather Forms of 
Insurance””-—one might be led to be- 
lieve that it relates only to rain insur- 
ance. ‘The term instead is used in a 
broader sense. It will, therefore, be 
in place at the outset to define and 
outline its limits. 

Weather forms of insurance are here 
used to include those contracts which 
insure against loss occasioned by the 
action of one or more of the various 
elements composing the atmosphere. 
Tornado insurance is one such form; 
hail insurance is another. Included 
under this general heading, also, are 
rain insurance, frost and freeze insur- 
ance, and crop insurance. By broad- 
ening the use of the term considerably 
one might include flood insurance 
since indirectly the damage may relate 
to the weather. Still more distantly 
related is earthquake insurance. 
These two last named types of insur- 
ance are not distinctly and entirely 
related to elements of the weather, 
however, and should not therefore be 
included in the group. The lightning 
hazard is distinctly a weather risk 
though it is not considered here because 
it is seldom written as a separate form. 

There are then five types of weather 
insurance: tornado or windstorm, hail, 
rain, frost and freeze, and crop. Each 


of these forms, to be scientifically writ- 
ten, requires a knowledge of the fre- 
quency and intensity of one or more of 
the various types of atmospheric 
action. They find a common basis in 
the science of meteorology. Hail, 
frost and crop insurance are related, 
also, in being agricultural forms of in- 
surance covering growing crops. In 
addition, these three forms of insurance 
together with rain insurance indemnify 
for loss of prospective income or for 
expenses incurred. The tornado or 
windstorm contract insures against 
damage done to property already in 
existence. These points of similarity 
and contrast will be more evident in a 
separate consideration of each form 
and will be summarized in a later 
section. 


I. TORNADO INSURANCE 


Of the five types of weather insur- 
ance, tornado ranks first, judged by 
total premiums for the year 1925. 
Tornado insurance might be more 
appropriately called windstorm insur- 
ance since in its usual form it covers 
loss occasioned by wind, whether of a 
local character such as tornadoes and 
local windstorms, or of a widespread 
character including cyclones and hurri- 
canes. This form of insurance is 
known to have been written as far 
back as 1861,! though it has develop- 
ed into an important “‘side-line” only 
within the last fifteen years. Figures 
annually published by the Spectator 


1 Hoffman, E, L., Windstorm and Tornado 
Insurance, Spectator Co., 1902. 
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Company? indicate that total pre- 
miums received by all reporting com- 
panies did mot reach the $1,000,000 


level until 1938 and for lok paid un- 
til 1912. Fo” the year 1912Wbremiums 


jumped t> $1,667,000, an increase of 
150 per cent over that of the previous 
year and _oss2s increased to $1,870,000 
or 265 per cent above the previous 
year. Teble I has been prepared to 
show the grcwth of this line of insur- 
ance during tie past fifteen years. For 
the year 192s total premiums received 
for tornedo insurance amounted to 
nearly 840,090,000, which places this 
type of -nsurance fourth among the 
various ferm3 covering property dam- 
age, being exceeded only by fire, motor 
vehicle, end ocean marine insurance. 
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proportions of importance only within 
the last fifteen years. Prior to the 
year 1912 the total amount of insurance 
written by joint-stock, mutual and 
state funds combined amounted to less 
than $50,000,000.2 Premiums re- 
ceived from all classes did not reach 
the $5,000,000 level until 1914. Since 
1914, through a somewhat irregular 
growth, premiums have increased to 
an amount probably in excess of $20, 
000,000. Table II has been compiled 
to illustrate this growth from 1912 to 
and including the year 1925. 

In the preparation of Table II, re- 
liable and comprehensive data for the 
years 1912 to 1919 Inclusive were ob- 
tained from the United States Depart- 
ment of Agriculture. For subsequent 


TABLE [—Eerarroms AND Losses on Tornapo INSURANCE IN tan Unrrep Srares, 1911~-25* 
(In thousands of dollars, d.e. 000 omitted) 





Yea> Premiums | Losses 
1911... .. $1,805 $512 
1912, A 4,867 1,870 
IA ua e ra 4,620 1,401 
1914 ` 8,745 2,867 
1915 6,295 2,523 
E ies. seer aay 7,427 2,200 
o Ba, ewe Co enGaeene 18,568 4,844 





Year Premiums | Losses 
LOBO nic RGR OES $12,764 $5,112 
1919.. 16,508 4,4711 
1920 scene 21,002 7,285 
pe AN 17,888 6,835 
1922.. 22,457 7,8786 
TOSS TE iia 28,668 9,967 
1924 ........... 32,658 16,691 
TO cc bin iinan aes 39,162 15,215 


* Corpied fom figures given in Distribution by States of Fire Insurance prepared and published 
annually b> the Spectator Company, New York City. This company has also published since 1919 
another compilation of premiums and losses on tornado business in their Insurance Yearbook. Inthe 
Nationa; Undenoriter has been published a summary for several years. These compilations vary 
considerab y fo: certain years, notably in 1920 and 1928. The series shown in Table I was chosen 
because it exter ds over a longer number of years than the other tabulations. 

t From -nsu-ance Yearbook, Spectator Co , 1920. 
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Second in importance among the 
weather forms is hail insurance. It 
covers damege to growing crops, prin- 
cipally grain, occasioned by hail. Its 
history in the United States dates 
back to 1830 though it has assumed 

*Spectazor Company, Distribution 
States of Tire Insurance, New York, (annual). 


years the figures used were those com- 
piled for the National Underwriter and 
appearing in its annual “Hail and Tor- 
nado Insurance Number,” and while 
they include the experience of a large 
number of companies they are not as 
comprehensive as the figures for the 


3 Valgren, V. N., Hail Insurance on Farm 


Crops in the United States, United States Depart- 
ment of Agriculture, Bulletin No. 912. 
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TABLE T—Premroms anp Lossgs on Han, INSURANCE IN mam Untrep Srares, 1912-25 * 
(In thousands of dollars, 1.8. 000 omitted) 


9,831 
14,741 








Totals 





$3,179 $1,814 

3,218 1,227 

5,558 2,677 

9,107 11,821 

9,959 6,789 
10,414 £,291 
17,044 10,928 
30,830 14,493 
25,865 16,324 
22,846 13,692 
18,754 14,541 
19,001 17,239 
14,029 12,882 
18,746 12,979 


* For the years 1912-10, data supplied by the United States Department of Agriculture. For 
the years 1920-25, data from the National Underwriter, hail and tornado numbers. 

+ The mutual company figures for the years 1912-14 probably include some Canadian hail 
business, though not for later years. In certain years for mutuals and also for state insurance 
hail funds, losses were prorated. As far as could be determined the figures given are losses incurred 


rather than losses paid. 


earlier years. The Spectator Com- 
pany in its Insurance Yearbook also 
makes an annual compilation of hail 
“premiums and losses for stock fire 
and marine companies” which for the 
year 1926 gives a total of $17,139,396 


a premiums received and $11,130,835 


losses paid. The Weekly Underwriter 
in its Insurance Almanac also publishes 
an annual compilation for stock com- 
panies which for the year 1925 amount- 
ed to $16,602,800 and $10,321,'736 for 
premiums and losses respectively. 
These last two sources for joint-stock 
companies are more comprehensive 
for the year 1925 and indicate that to- 
tal premiums received from all three 
sources, joint-stock, mutual and state 
fund, exceeded $20,000,000. 


ll. Rai Insurance 


The Eagle, Star and British Domin- 
ions Insurance Company was the first 


company to write rain insurance in the 
United States. It began writing in 
England in 1919 and in the United 
States in 1920.4 Lloyd’s of London 
had, however, written this line as one 
of their numerous specialties for many 
years. In 1921 there were three com- 
panies writing and in 1925 the number 
had reached thirty. Table UI has’ 
been prepared to show the growth of 
rain insurance up to and including the 
year 1925. For the years 1923, 1924 
and 1925 the data were supplied by the 
Rain Insurance Association and in- 
clude all of the companies writing rain 
insurance in the United States. It 
should be pointed out that the figures 
for Table IM do not include business 
written by Lloyd’s. No information 
is to be had concerning their writings, 

4DeWitt, C. L., “Weather Insurance” in 
“Special Lines” Lectures, the Insurance Society 
of New York, 1923. 
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which may have been considerable, 
particularly or the years 1924 and 
1925. For tae years 1922 and 1921 
estimates only are available which, 
however, serre to indicate the growth 
for these years. 
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states with a varying degree of success. 
It is usually applied to citrus fruits and 
insures against damage by frost after 
the fruit has set on. In some instances 
the trees are also insured against dam- 
age by frost or freeze. There are no 


TABLE DUJ—Tue Growrs or RAIN INSURANCE IN THE UnITED STATES, 1921-25 
(In thousands of dollars, t.e. 000 omitted) 


No. of Companies 


Net Losses Ratio: Losses: 


Writing Writings Premiums | Incurred Premiums 
1921*.... .. ao 8 $1,000 $1,000 $1.00 
(about) (about) (about) 
MR E 7 E 1,843 1,173 .64 
19231 pies D 12 $46,095 4,915 8,782 .86 
1924... .... ; 29 22,705 2,258 1,624 72 
15 30 12,829 1,114 794 71 


* For zhe yeer 1921 the estimates are from an article by C. L. DeWitt appearing in “Special 
Lines” Lectures published by the Insurance Society of New York. 
1 Figures for the year 1922 taken from the Insurance Almanac published by the Weekly Under- 


writer Publishing Co. of New York. 


t For zhe years 1923, 1924, 1925, data supplied by ne Rain Insurance Association. 


Rain insurance proposes to cover 
loss of income or expenses occasioned 
by rainfall o> other precipitation when 
measured as rain. Up to the present 
time it has been used largely to cover 
fairs, athlet.c contests, auctions and 
similar events. Sufficient time has 
elapsed to prove it a practical form of 
insurance, though for most of the years 
and notablr in 1923 experience has 
been unfavorable. Rates have been 
raised and renewed effort made to 
place the insurance with desirable risks 
on a strictly indemnity basis. As a 
result, while the years 1924 and 1925 
show a smaller volume of business, 
they show £ more favorable loss ratio. 


IV. Frost INSURANCE 


Frost insirance became a practical 
form in the United States following a 
survey made by insurance representa- 
tives in 1920. It has since that time 
been applied in Florida, California, 
Louisiana and in a minor way in other 


available statistics showing the eval: 
opment since 1920 of this type of in- 
surance. The figures to be had are. 
fragmentary and merged usually with 
other minor forms of insurance. For 
the year 1925, the Spectator Company 
in their Distribution by States of Fire 
Insurance has made an interesting 
compilation which includes fourteen . 
companies writing frost insurance in 
five states. While their figures do not 


include all of the companies, they are . 


TABLE IV—-PPREMrUMB AND Losses ON Frost 
INSURANCE BY STATES FOR THE YEAR 1925 












$147 $3,759 







California 110,251 162,080 
Colorado . 292 6 
Florida.......... 98,648 593 
Louisiana . $6,832 $,101 










E $246,172 $169,489 
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instructive. Table IV presents the 
- experience of these fourteen companies 
classified by states. 

It will be seen from Table IV that 
for this particular year (which is the 
business of the winter of 1924-25), the 
Florida and Louisiana experience was 
very favorable and the California ex- 
perience very unfavorable. This was 
the case also for the winter of 1923-24, 
During the winter of 1925-26, experi- 
ence was again favorable in Florida 
but unfavorable in Louisiana and in 
California favorable to the insuring 
companies. 


Y. Crop INSURANCE 


¢ Insurance on growing crops may 
take one of two forms: either a contract 
covering one specific hazard as hail or 
frost or a blanket contract insuring the 
farmer against many of the hazards to 
which his crops are exposed. The 
zerm crop Insurance is usually applied 
zo the latter form of contract. It 
proposes to insure the farmer against 
loss or damage to his growing crops 
when caused by frost, winterkill, 
flood, drought, insects or disease. In 
some cases hail is included and in many 
cases in the past the contract has been 
so worded that it has turned out to be, 

212 addition, insurance against a decline 
n the market value of the crop. 

Crop insurance was first attempted 
in the United States in 1899 and so 
far as the court records indicate the 
company lasted but one season.5 
Three other attempts were made in 
1317 but they met with failure. Again, 
ir 1920, an attempt was made to apply 
this form of insurance but heavy losses 
resulted and the companies withdrew 
from the field so far as the major crops 
ware concerned. One joint-stock com- 


i Hofman, G. Wright, “Crop Insurance— 
lts Accomplishments and Possibilities,” The 
Arnals of the American Academy of Political and 
Sosial Science, January, 1925. 
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pany has, however, continued to write 
small amounts using special forms to 
fit each case and issuing it through 
crop-growing associations (notably in 
fruit) to be used by the insured for 
credit purposes. It is interesting to 
note, also, that a mutual company in 
Kansas has recently gone into the 
hands of a receiver after one year’s 
experience with a crop policy. In 
the same state, another mutual com- 
pany has been organized to write crop 
insurance covering costs of crop opera- 
tions. Crop insurance is still de- 
cidedly in the experimental] stage. 


VI. Loss EXPERIENCE 


Each of the five forms of insurance 
just reviewed covers one or more of 
the weather elements. The hazard 
which the insurance company runs in 
each case (aside from problems of 
moral hazard) is therefore dependent 
upon the extent and variability of the 
weather risks insured. If one assumes 
that the company’s expenses are thirty- 
five per cent of net premiums collected, 
then if losses incurred each year 
average less than sixty-five per cent of 
total net premiums and no one year’s 
loss is so large as to force the company 
to withdraw from the field, the business 
is on a profitable basis. 

Of the five weather types, frost in- 
surance and crop insurance have either 
not been tried for sufficient length of 
time or on a large enough scale to prove 
themselves profitable lines. Rain in- 
surance also needs a longer and wider 
experience to prove itself, though it 
has made a much better start than 
either frost or crop insurance. 

Of the remaining two weather forms, 
both have been tried for a long enough 
period to prove practical lines, though 
from year to year and between compa- 
nies they have had a varied experience 


6See issue of the Weekly Underwriter 
October 16, 1928 and November 18, 1926. 
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and are still far from stable forms of 
insurance. Table V shows the loss 
ratios from the combined experience 
of all joint-stock companies writing 
either hail or tornado insurance in the 
United States. Tornado insurance 
premiums and tornado losses of all 
joint-stock companies have been to- 
taled by years and the total losses di- 
vided: by the total premiums. The 
same has been done for the hail busi- 
ness and for comparative purposes, 
for the fire tusiness. 
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“average annual deviation” and from 
the “average annual percentage of 
deviation” it will be seen that both the 
actual and relative variation from 
year to year in loss experience is much 
greater for hail than for tornado or 
fire insurance. 

An attempt has been made in Table 
VI to present some comparable ex- 
perience for individual companies for 
tornado, hail and fire insurance. The 
material is somewhat fragmentary, 
however, and only a limited compari- 


TABLE V-——Loss RATIOS OF THB COMBINED Business OF a LARGE NUMBER or Jomr-Srocx 
COMPANIES, FOR TORNADO, HAIL, AND Firm Insurance, FOR tam Yrars 1912-25 


lossen incurred __ 
` net premiuma received 
Year 
Tornado Hail Fire 
Business* Business* Businesst 
Mi eaa 40 61 58 
IO ida rd a RR 30 89 53 
aE. A ths ett ees Mgt il ara eg einai ene ect twice ik 39 52 60 
NOLO oa cia ti es BSR oe eens aes 40 128 53 
lineae tion dieran 29 92 58 
MOLT AAA AA ds, alee 36 58 51 
II Bar e bee aks 40 60 46 
IDD eanne ete Hie Sni 2oaces 27 ál 40 
IM iaa a hee 83 58 46 
Pics Slaw aia 35 68 59 
A Eror ERa ewes S .Soews 38 75 57 
A Gece ele whee eee ears 85 93 52 
TIA E ARS 48 85 58 
LID E e Es 89 67 55 
AVGIBRO E T T & woRES 36 69.5 52.6 
Average annual deviation. . 4.8 18.1 4. 
Average annual percentage o deviation 11.9 26, 7.6 


* From Tables 1 and 11. 


{ From Proceedings of the National Bureau of Fire Underwriters (annual); includes lightning 
business and prior to 1918 marine and inland premiums and losses. 


It will be seen at once that, judged 
from the past fourteen years, the tor- 
nado business has been profitable and 
the hail busmess particularly during 
recent years unprofitable. From the 


son can be made. The tornado ex- 
perience of five leading stock companies 
is shown with the fire experience of the 
same five companies. It was impos- 
sible to find five companies for a ten- 
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year period who did a fair volume of 
business in all three lines and therefore 
three of the hail companies are not 
identical with the tornado and fire 
companies. To indicate the relative 
size of the companies included, their 
net premiums for the three types 
of business are shown for the year 
1925. 

The resuts of Table VI are similar 
to those of Table V with reference to 
the average loss experience of these 
companies. With respect to the “av- 
erage annual deviation” and partic- 
ularly the “average annual percentage 
of deviation” which shows the relative 
variation in loss experience from year 
to year, the tornado business of indi- 
vidual companies fluctuates more than 
the hail business and each varies much 
more from year to year than the fire 
business. The conclusions which may 
be drawn from Tables V and VI are: 
(1) that the hail business has been less 
profttable and the tornado business 
more profitable on the whole during 
the past fourteen years than the fire 
business per $100 of premiums re- 
ceived; and (2) that neither the hail 
nor the tornado business, considered 
either by companies or as a class of 
insurance, is on as stable a basis as 
the fire business. This is doubtless 
due in part to a lack of spread, in part 
to faulty graduation of rates between 
individual risks, and in part to the in- 
herent neture of the risk insured. 


VIL. Tae OUTLOOK 


All of the forms of weather insurance 
depend for their success upon a knowl- 
edge of the frequency and intensity of 
one or more of the weather elements. 
This does not mean that with such a 
knowledze success is assured. Items 
of new business expense, adjustment 
of claims, unusual costs growing out of 
the selection of risks may cause suc- 
cess for one company and failure for 
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another. But of basic importance is 


an adequate knowledge of the elements - 


of weather being insured. Large sums 
of money have been spent by the group 
of companies writing rain insurance to 
determine the relative frequency of 
rain for different localities by days and 
in some cases by hours of the day for 
the purpose of determining an equi- 
table and adequate plan of rating. 
Extensive research has similarly been 
made for frost insurance. In their 
rating of hail and tornado risks, the 
experience records of the various com- 
panies serve as valuable files to guide 
them. 

But while the records of companies 
include thousands of cases and extend 
over a good many years, they are for 
rating purposes still very inadequate. 
No one realizes this fact as much as 
the underwriting companies them- 
selves. They are called upon to write 
a policy covering the tornado hazard 
perhaps in a section where their experi- 
ence is fairly complete for two or three 
years but not longer or where only ex- 
tremely scattered information if any 
is available. There were during the 
year 1925 over two hundred direct- 
writing companies writing tornado in- 


surance. Necessarily most of these in. 
most of the states could not have, 


much knowledge of the risk being 
insured. Fortunately for the under- 
writing companies in tornado insur- 
ance, the rates have been placed 


sufficiently high that, hit or miss, they 


have on the whole come out with a 
profit. But such a plan only discour- 
ages altogether the insuring of property 
against this hazard where the prob- 
ability of serious windstorm damage is 
small and decreases the amount taken 
out in sections where the danger is 
relatively high. Windstorm insurance 


pa 


should be as universal in its application ~- 


as fire insurance. What is true of 
tornado experience is also true of the 
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hail business. Rates are graduated 
according to geographical divisions 
rather than regions of hail frequency, 
and adjusted from year to year in the 
light of the previous year's experience. 
What is needed is a more dependable 
experience record upon which rates 
can be based. 

Mentior should here be made of the 
work of the National Storm Insurance 
Bureau. This is an insurance rating 
organization located in New York and 
directed by John P. Finley, retired 
colonel, United States Army. This 
bureau was organized by Mr. Finley in 
1920. He brought to it an experience 
in the field of meteorology extending 
over forty years through his work with 
the United States Weather Bureau and 
the United States Signal Corps:of the 
Army. 

This Bureau has developed what is 
known as the “Finley Rating System 
for Weather Insurance.” Starting 
with the oublished information of the 
United States Weather Bureau, it has 
added elaborate tabulations of local 
storm deta obtained through’ local 
weather reports and newspaper and 
magazine references and descriptions. 
From these data extending over many 
years, storm tracts have been prepared 
by states and counties showing for each 
type of storm, its location, length, and 
progressive direction. Through the 
use of formulae descriptive of the rela- 
tive intensity of the storm, a rating 
system nas been developed which 
accounts for both frequency and in- 
tensity cf each type of storm. The 
chart shown is a reproduction of one 
of the state hailstorm tracts loaned 
through the courtesy of the National 
Stcrm Insurance Bureau. The chart 
emphasizes in a striking manner the 
fact that the hail hazard varies greatly 
from one section to another and to 
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effectively provide for expected losses, 
premiums must also be similarly 
graded. 

Collecting, tabulating, charting and 
analyzing storm data for every state 
and for every type of storm in the 
United States for time series extending 
over many years is a task of immense 
proportions. In attempting such an 
undertaking, the Nationa] Storm In- 
surance Bureau deserves not only the 
commendation but the active support 
of all interested groups. The organi- 
zation in a position to render the most 
far-reaching and valuable service in 
widening the scope of scientific knowl- 
edge in this field is the United States 
Weather Bureau. The work of this 
bureau in the past has certainly re- 
turned in value to the American people 
their investment many times over. 
One of the pressing problems before 
Congress during the past five years 
has been to devise some means of in- 
suring the farmer against an occa- 
sional unusual surplus production of 
one or more of the major crops. Is 
not the permanent solution to this 
problem found in a more dependable 
knowledge of weather variations and 
an adequate provision for these vari- 
ations? We have recently witnessed 
a hurricane disaster in Florida result- 
ing in a loss of over a hundred million 
dollars and insurance covering only a 
small fraction of the total loss. We 
are entering the field of commercial 
aviation on a large scale in which a 
knowledge of weather is of first impor- 
tance. In agriculture, in transporta- 
tion and in industry, we are in need of 
a more complete and dependable 
knowledge of the weather. Would not 
the enlargement of our Weather Bu- 
reau service, both in the collection 
and in the analysis of information, be 
money well spent? 


The Guarantee of Mortgage Bonds by 
Surety Companies 


By Epwarp L. McKenna, PH.D. 


Assistant Professor of Insurance, Wharton School of Finance and Commerce, 
University of Pennsylvania 


LTHOUGH isolated examples of 
the guarantee of mortgages occur 
in the history of suretyship, present 
practice in this form of coverage is not 
more than three years old. The con- 
nections of the Globe Indemnity Com- 
pany with the Adair Company, and of 
_ the National Surety Company with the 
‘Mortgage Security Corporation of 
America are early modern instances, 
and similar ones are to be found in the 
experience of the Fidelity and Deposit 
Company and of the Independence 
Casualty Company. 
At the present time,. the following 
companies are writing surety bonds to 


guarantee mortgages: 


National Surety 

Maryland Casualty 

Globe Indemnity 

Metropolitan Casualty | 

United States Fidelity and Guar- 
i antee 

Massachusetts Casualty 


‘These companies are writing uncer a 
uniform premium of one-half of one per 
cent on the face of the guarantee per 
year. In practically no other respect is 
there uniformity. 

Some of these companies are much 
interested in the development of the 
business and show a readiness to com- 
pete for it. Others have reached the 
present limit of their underwriting 
capacity as determined by their awn 

executive boards; reached it last year; 
reached it again this summer; occupy 
the pleasant position of having more 
customers than they can accommodate 


at this time. Another company on 
this list, although it must be included 
in it, is apparently curtailing its present 
position instead of extending it. 

Some of these companies write busi- 
ness in thirty states or more, and in up- 
wards of three hundred cities. Some 
of them have limited their operation to 
a single state. Many of them exclude 
certain states for one reason or another. 
Only one of these companies proclaims 
that it makes no restriction as to terri- 
tory. 

The form of the guarantee is not 
uniform; it is anything but uniform. 
Some companies have a separate staff 
and a separate department to investi- 
gate and handle this business, others 
make no such provision. Most com- 
panies demand an eighteen months’ 
option period in case of default by 
mortgages, but all sorts of periods are 
found—sixty days, three months. 
Some companies will guarantee all of an 
issue or none of it, others will insure a 
part of the issue, or use two separate 
forms of guarantee for different sections 
of the same issue. Agreements exist 
which are not transferable by the cer- 
tificate holder without payment of & 
premium; in other words, the purchase 
of the guarantee is optional with the 
certificate holder. The more general 
arrangement at present is for a guaran- 
tee printed on the bond and transfer- 
able with it. 

Among the companies not included 
among these six there are nevertheless 
possible underwriters. At least two 
companies declare that they will con- 
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sider an individual application from a 
mortgage company upon its merits, al- 
though the are not at present writing 
such guarantees. Another company 
which formerly wrote the business now 
does so no longer. Certain other com- 
panies declare themselves unwilling to 
enter the business at the present time 


for one or more of the following rea- 


sons: 


(1: The uncertainty of the real 
estate market. 

(21 The uncertainty of a reinsurance 
market, should the company 
desire to split the risk. 

(3) Lacx of facilities within the com- 
pany for the investigation of 
rortgage loans. 

(4) Belief that it 1s improper to allow 
the company’s name to be 
used as a selling argument in 
campaigns for the marketing 
of the securities. 


The present situation in the mort- 
gage-bond guaranty situation then is 
this: six companies writing the busi- 
ness, at least two of them to the present 
limits of their capacity and a third ap- 
proaching a capacity stated to be well 
up in the millions of dollars; interest in 
such business displayed by other com- 
panies to an extent that indicates a 
willingness to enter the field; opposition 
or lack cf interest displayed by other 
companies for reasons here enumerated; 
lack of uniformity among the writing 
companies with reference to practices 
and forms such as might be expected in 
so new a business. 


Wry are Morraace BONDS GUARAN- 
TEED BY SURETY COMPANIES? 


There seems to be little question that 
the principal motive which actuates the 
seller of mortgage certificates in apply- 
ing to surety companies for guarantee is 
his desire to make these certificates 
more attractive to purchasers. Such 
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certificates themselves may have as_ 
security the tangible values of the 

property and improvements, specific 
deposits of collateral with a trustee, 
and the credit and assets of the issuing 
house. For many years certain well- 
established dealers in mortgage certifi- 
cates have given their own guarantee of 
some issues to their buyers, for a pre- 
mium of one-half of one per cent per 
year. They are able to do this because 
of the state of their credit, because of 
their business record and their reputa- 
tion for conservatism extending over a 
considerable period of years, Such 
houses as these have performed a serv- 
ice for investors which younger and less 
well-known corporations could not 
duplicate. There can be little doubt 
that the solicitation of surety compa- 
nies by sellers of mortgage certificates 
was a competitive move either to meet 
a difficulty already experienced in 
competitive selling, or in anticipation 
of such a difficulty. Once the support 
of the surety company is obtained, it 
seems to be a fact that the name of the 
company is used in selling arguments. 

That this practice 1s undesirable or 
dubious does not appear. The bond- 
ing company may be making its guar- 
antee in either of two ways; first, after 
painstaking and thorough examinatior 
of the risk by a corps of experts; or 
second, somewhat more cynically with 
an eye merely to rates of mortality in 
mortgage investments and to the 
spread of risks. Or it may combine 
these two methods in varying propor- 
tions. 

In the first case it is proceeding along 
the lines which are peculiar to the busi- 
ness of suretyship; in the second, it is 
acting as an insurance company. 
Naturally, if the second method en- 
courages carelessness on the part of 
original issuers or sellers of certificates 
the effect upon the general business of 
selling mortgage certificates will not be 
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good. But the effect of failure of any 

mortgage dealers will not help the 
mortgage business either, and has not 
helped it, and if the bonding company 
steps in to cover losses to investors it 
will be more desirable from the stand- 
point of the companies that remain 
than if disgruntled investors are left to 
carry their sad story to prospective 
purchasers and to ruin many future 
sales. The failure of a competitor is 
not always an unmixed blessing. 

Furthermore, the argument that 
guarantees or insurance increase care- 
lessness is so old that it can scarcely fail 
to have some truth. It has been ap- 
plied to almost every branch of insur- 

“ance at one time or another. Few, 
however, will be found to give the 
theory complete endorsement. 

On the otber hand, if the guarantee 
of such bonds by one or another form 
of corporation becomes general, irre- 
sponsible competition may be lessened 
rather than increased. At the present 
time, too, the company which is big 
enough and sufficiently autonomous to 
guarantee its own bonds or those for 
which it is sponsor, at the rate of one- 
half of one per cent, is doing business 
more profitably than a surety company 
can do it, for the mortgage company 
hlready has made an examination of the 
bonds and has charged for it, and the 
guarantee premium may be used to 
cover losses, if there are any, whereas 
the surety company must spend some- 
thing out of the premium for expenses 
other than losses. 

It is well recognized that in every 
department of the surety business pre- 
miums at first tend to be charged upon 
a semi-actuarial basis, that is, that 
they are written chiefly with reference 
to known or estimated loss-ratios. As 

_ time goes on, more and more attention 
is paid to the reduction of losses and to 
the classification and investigation of 
risks, and premiums are altered ac- 
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cordingly in both directions, up and 
down. There is reason to believe that 
the maintenance of separate depart- 
ments for the investigation of mort- 
gage issues will be continued and 
developed, and that it will help the 
mortgage business and not harm it, and 
that ultimately it may help even the 
companies which have no need for 
separate surety company guarantees. 
The amount of competition now exist- 
ing indicates clearly that the business is 
no one’s exclusive field, and as these 
securities fall into the hands of so many 
small investors it seems desirable from 
every point of view that they should 
be surrounded with every safeguard. 
Anything which tends for the greater 
security of such investments should be 
a good thing for the business as a whole. 


Form OF SURETY GUARANTEE 


As has been stated, the guarantee of 
the surety company is not a uniform 
one. Mr. P. E. Kniskern,! Vice-Presi- 
dent of the National Surety Company, 
has said that the guarantee should: be 
short, concise and easily worded, and so 
simple as to be understandable to those 
with little business experience. A form 
of guarantee adopted by the National 
Surety Company is as follows: 


For value received, we hereby jointly and 
severally guarantee to the holder hereof the 
payment of this bond or note and also the 
payment of the attached interest coupons, 
as the same fall due, without necessity of 
recourse to the collateral deed of trust or 
the primary obliger, upon condition that at 
our option we are to be allowed eighteen 
months from the date of maturity of prin- 
cipal within which to make payment, but 
with interest on the principal sum in the 
meantime at the before-maturity rate 
named in the bond or note. 


1P, E. Kniskern, “The Surety Company and 
the Guarantee of Notes Secured by Real Estate.” 
An address delivered before the Intermediate 
Surety Class of the Insurance Institute, New 
York, February 25, 1926. 
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It is clearly desirable, as Mr. Knis- 
kern says, that this guarantee should be 
simple and easily understandable. In 
fact, however, all sorts of qualification 
of the guarantee are in existence, to an 
extent that it is impossible to enumer- 
ate them. Mr. Stanton, Vice-Presi- 
dent cf the Metropolitan Casualty 
Company, says that there are three 
general forms of guarantee, each of 
them subject to modification under 
particular circumstances; one which is 
used w.1en collateral has been deposited 
of high marketability and unquestioned 
value, one which has to do with the 
trustee, and a third which guarantees 
the overlying security. 

Some guarantees are for part of the 
issue only, and some contain careful 
qualifications and stipulations and 
restrictive clauses and are far from be- 
ing easily understandable, however 
concise they may be. The guarantee 
is now usually printed upon the bond 
itself and might well be read by the 
prospective purchaser. Some com- 
pany cficials question whether uniform 
guarantees are at present practicable. 

In a pamphlet issued by the National 
Surety Company, Mr. Kniskern says 
of the option of deferred payment by 
the surety company, which appears in 
the quoted example above, that it 
would be well to have a uniform period 
of eighteen months stipulated for all 
companies doing a widely-spread busi- 


ness. The theory of the option period: 


is that it will allow a transfer of the 
property, or a foreclosure, and then an 
elapsing space of time after foreclosure 
within which redemption is possible. 
State statutes differing concerning the 
length of time of the redemption pe- 
riod, a shorter time-limit is practicable 
enough in some localities and might 
appear more desirable to the certificate 
holder, From the point of view of the 
surety company, a uniform period 
would seem to be desirable. 
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Mr. Philip Sydney Rice,? of the 
Mortgage Security Corporation of' 
America, is opposed to the form of 
guarantee which may be purchased by 
the bond certificate holder or not at 
his option. This method, he says, is 
frequently used by salesmen as an 
argument in favor of the bond without 
any corresponding effort on their part 
to induce the prospective buyer to 
avail himself of the guarantee. ‘Simi- 
larly, he says, where a part of the issue 
has been guaranteed only, the prospec- 
tive purchaser is solicited to buy un- 
guaranteed portions. He concludes 
that the only form of surety guarantee 
should be “an unqualified guarantee 
covering full payment of principal and ' 
interest from date of issue to date of 
maturity.” 


GENERAL CONDITIONS NECESSARY IN 
ACCEPTABLE RISKS? 


Although here, as elsewhere, local 
conditions make for variation in prac- 
tice, certain general statements may be 
made concerning some characteristics 
of acceptable risks. 

The lender must be an incorporated 
mortgage company. The mortgages 
must be deposited with a trustee, who 
is suitable. Title insurance policies 
and fire insurance policies must like, 
wise be deposited with him. The 
Mortgage Company itself must gen- 
erally not be engaged in any other 
business, so that its assets may not be 
diverted in case of misfortune. 

Mortgages must be first mortgages 


on improved property. 
? Mr. Philip Sydney Rice, “The Purpose of 
Mortgage Bond Guarantee.” An article in The 


Casualty Insuror, December, 1925. 

¿See “Guaranteeing Mortgage Bonds,” an 
editorial in The Casualty Insuror, September 
1925; P. S. Rice, “Purpose of Mortgage Bond 
Guarantee,” December 1925; “The Mortgage 
Guaranty Bond,” by J. W. Bristor, in the Weekly 
Underwriter Bonding Supplement, 1925; P. W. 
Kniskern, in Weekly Underwriter Bonding Sup- 
plement, 1926, 
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Tap GUARANTEB OF MORTGAGE BONDS By SURETY COMPANIES 


In the absence of other considera- 
tions, certain classes of property are not 
generally acceptable. These include 
theatres, hotels, churches, garages, 
warehouses, filling stations and other 
property whose purposes are highly 
specialized. Large apartment houses 
are sometimes included in this list. 

The property is appraised by two 
disinterested experts and the loan must 
not exceed sixty per cent of such value; 
in some cases, fifty per cent is taken as 
a limit. Practice makes the amount of 
the loan nearer fifty per cent whatever 
the established limit is. 

The law of the state must not be too 
cumbersome with reference to fore- 

-closures or rights of redemption by 
mortgagees. It must also be examined 
concerning mechanics’ liens and how 
they may affect mortgage priority. In 
some states, title companies will as- 
sume these liens for a consideration. 

The issuing company must furnish 
the surety company with a complete 
and satisfactory indemnity agreement. 
The surety is in no sense insuring the 
issuer of the certificates against loss. 
In case of default, the surety proceeds 
as it would against any other princi- 
pal. 

Opinions vary concerning the rela- 
tion between the face of the guaranty 
and the amount at risk, The confident 
expectation of the surety company is 
that it will seldom if ever have to pay 
anything like the face value of any 
single obligation and that salvage will 
be high. On the other hand it is 
pointed out that, if the bonding com- 
pany has to protect itself at a fore- 
closure, the amount underwritten may 
be much smaller than what the com- 
pany has to pay immediately. 

It will be seen that what constitutes 
an acceptable risk may be stated as if 


‘it were simple, and that it plainly 


is not so. It is well known that 
competent and disinterested appraisers 
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of urban property differ widely in their 
estimates. Even if they agree, it is 
impossible to say how much they may 
be influenced by temporary speculation 
of operators in the market or by the 
temporary lack of it, and their estimate 
of future values, even those in the im- 
mediate future, might be found to be 
interestingly wrong. Rents fluctuate, 
legislatures sometimes interfere, and 
localities change. Many experts be- 
lieve that the real estate market is the 
one market that over a period of time 
cannot go any way but one. Curiously 
enough, they could find support for 
their theory in the writings of econo- 
mists who are eminently classical. 

Although the mortgage business is 
proverbially safe, it is not impossible to 
lose money at it. Now that it is com- 
ing to interest small investors so widely, 
any additional safeguards which may 
be thrown about it seem to be socially 
desirable. | 

Those surety companies which heve 
organized separate departments to care 
for their mortgage guaranty business 
have chosen men of wide experience 
in the mortgage field; they main- 
tain close relationships with title com- 
panies; they are endeavoring to secure 
a spread of the risk by two different 
methods, first, by making a large num- 
ber of loans in widely scattered cities, 
and second, by concentration on the 
issues upon property in specific cities 
where local conditions are known by 
experts to be favorable. Guarantees 
are not made wholesale, but one by 
one, and frequently the report of any 
single investigator concerning the issue 
is a lengthy document. Examination 
of loans presents all sorts of complica- 
tions; title insurance is not procurable 
evervwhere, and in certain localities 
this insurance is not as broad as it is 
elsewhere, sometimes in consequence of 
legal decision and sometimes for other 
reasons. Other forms of insurance 
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may be necessary besides fire and title 
-—wind-storm, flood and tornado for 
example. Recent changes in statutes 
affecting mortgagors, or pending stat- 
utes may affect the situation. It can 
be demonstrated that very profitable 
business has been done with property 
as a basisnow under an excluded class— 
hotels, for example, and applications 
are constantly being made for an ex- 
tension of the business to include such 
property. Some companies refuse to 
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guarantee construction-loan bonds, 
while others have found it profitable to” 
do so. 

There is evidence that the surety 
companies interested in the under- 
writing of mortgage securities are 
proceeding to develop a technical and 
highly specialized field which may be 
very profitable. Should they be suc- 
cessful, no one may say what extensions 
may be encouraged in the field of 
suretyship. 


~ 
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Insurance Companies and Accident Prevention 


By James S. KEMPER 
President, Lumbermens Mutual Casualty Company, Chicago, I. 


E have been told that every civi- 
lization carries the seeds of its 
own destruction. One examining the 
casualty records of our present “me- 
chanical age” can well believe it. The 
elevator, which whisks us up and down 
great heights and makes skyscrapers 
possible; the automobile, which has 
broken down provincialism and is 
causing our globe to shrink with such 
“amazing rapidity; the machinery for 
manufacturing these and the countless 
other conveniences of our day—all have 
taken great toll of human life and limb 
and of property in accidents. But 
whereas pestilences and the other 
scourges of bygone civilizations ran 
their course unchecked, it is heartening 
to realize that ours is no age of surren- 
der to fate. 

Complacency sometimes delays us 
in getting started, but once we are 
aroused we get at the cause or our 
trouble and eradicate it. Witness 
tuberculosis. There was a time when 
sages shook their heads over the “white 
plague” and saw in its fearful ravages 
the doom brought upon a civilization 
that had moved indoors and forsaken 
the open. Then science and common 
sense came to the rescue. The guilty 
bacillus was studied and doctors, nurses 
and the public successfully taught how 
both to avoid and combat it. The 
bedroom windows of the world were 
thrown open. Baseball, golf and other 
athletics for the masses were popu- 
larized. The result has been to dwarf 
the gigantic menace of that dread 

‘disease. There are indications that 
cancer similarly will be made to suc- 
cumb. 
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Movement Towarp ACCIDENT 
PREVENTION 


So with the accidental casualties 
peculiar to'this era. Public opinion 
has been focused upon them, and that 
means the beginning of the end. Print- 
ing press and radio enable public opin- 
ion so to marshall its forces that move- 
ments of a magnitude that once would 
have taken centuries now accomplish 
their purpose in a few years. Public 
opinion will fashion the necessary tools 
out of organization, science, business 
and other present-day forces. Already 
they can be seen to be taking shape. 
With them we will succeed in controll- 
ing accidental casualties and the pro- 
portionate figures will begin to decline 
from the peak—indeed have begun to 
do so. 

One more word of introduction is 
necessary before discussing the part of 
the insurance companies in accident 
prevention. That word must concern 
itself with the railroads and with the 
largest industrial plants, particularly in 
the steel industry. The force of public 
opinion and the power of the sequent 
forces it sets in motion are aptly illus- 
trated in the history of the railroad 
“Safety First” movement. It can 
only be touched upon here. An out- 
raged public demanded the end of 
death-dealing train wrecks. Accelera- 
tion of double-tracking, installation oí 
automatic signals and improvement 
in coach construction ensued. At the 
same time someone seized the phrase 
“Safety First” as a banner and apply- 
ing the methods now so common in 
“drives” organized railroad employes 
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into committees to curb accidents and 
started them marching. The results 
were striking. It is not uncommon 
now for a huge railroad system to go a 
year or longer without a passenger- 
death. The big industries, which had 
already created safety engineers and 
begun in a large way to install mechan- 
ical safeguards, quickly utilized the 
employe-organization principle with 
success. It is a somewhat grotesque 
fact that the next great heightening of 
interest in accident prevention should 
have come as a by-product of the World 
War with its millions of fatalities 
abroad, giving rise to the cry to con- 
serve man-power for the essential in- 
dustries at home. Such was the case, 
and in the publicity then and since 
given the subject one may note the 
emergence of the Insurance companies 
as a dominant factor m accident pre- 
vention. 


RISE or INSURANCE COMPANIES 
For decades there has been taking 


place in the great business of insurance 
an evolution in basic principle. The 
emphasis has been shifting from in- 
demnity to prevention, so that the pre- 
vention of misfortune as well as the 
mitigation of the effects of misfortune is 
the recognized goal. With this shift, 
this altered conception of the funda- 
mental purpose of insurance institu- 
tions, it is natural that the insurance 
companies should be found in the fore- 
front of the national and international 
movements to minimize the now ap- 
palling casualties incident to our 
““peace-time” industrial and social life. 

While general public interest in acci- 
dent prevention centers upon its hu- 
manitarian aspects and while it would 
be unfair not to say that the activities 
of the insurance companies in this 
direction are powerfully motivated by 
humanitarian considerations, there are 
other inherent factors that have influ- 
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enced the companies. These factors 
apply to all lines of casualty insurance 
but we will consider, for example, their 
effect as a stimulus to accident preven- 
tion in connection with workmen’s com- 
pensation insurance in particular. One 
of them is the fact that it is advan- 
tageous for imsurance companies to 
transact business upon a falling loss 
ratio. This would not necessarily be 
true if rates could be altered in concur- 
rence with experience, but since that is 
impossible and since rates cannot well 
be predicated on the experience for a 
given period until several years after 
that period, it behooves the casualty 
Insurance carrier to force the loss ratio 
down year by year. This calls for acci- 
dent prevention. 

Then there is the urge of rates—of 
price. Increasing overhead costs and 
the common impulses that compel 
growth call for an increasing volume of 
business. The companies as a whole 
must make insurance attractive by 
keeping the rates down or they will not 
grow as they should. To keep the 
rates down necessitates keeping the loss 
ratio down. That in turn means keep- 
ing the accidents down by constructive 
measures of prevention. At this point 
another powerful influence is brought 
to bear—Merit Rating. 


Merrr Rating System 


Obviously, it is desirable to permit 
modification of the rates downward in 
the case of those risks which are out- 
standingly good risks, which have con- 
sistently favorable ‘loss records, which 
by one method and another eliminate 
and reduce the hazards and chances for 
loss, and to permit modification of the 
rates upward in the case of those risks 
of which the reverse is true. ‘To effect 
this modification justly and properly 
there has been evolved in the casualty 
insurance business the system of Merit 
Rating. This is a general term to 
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cover two specific and distinctive de- 


- vices—Schedule Rating and Experience 


k 


Rating. 

Schedule Rating is the operation 
which produces rates higher than the 
average or manual rates for those risks 
in which more than the average number 
of dangerous conditions exist, and 
which produces rates lower than “man- 
ual” for'those risks which have reduced 
the physical hazards by machine 
guards, other safety devices and plant 
safety committee organization. But 
two plants, with similarly guarded ma- 
chinery and the same number of men, 
often show a great difference in the 
number and cost of accidents. So in 
most states it is now possible, if the 
plant is big enough, to obtain a further 
change of rate due to past experience. 
This is called “Experience Rating.” 

The rate manuals classify risks ac- 
cording to the relative hazards of the 
various industries and businesses, and 
within those classifications further dis- 
tinguish between occupations of greater 
or less hazard. Schedule Rating fur- 
ther subdivides or re-classifies the risks 
which in the regular manual are under a 
single rate. In two manufacturing 
plants of like size turning out similar 
products there may be wide variance in 


.the factors influencing casualties to 


employes. These factors have been dis- 
tinctly isolated by the researches con- 
ducted by the insurance companies into 
the vast amount of data they have col- 
lected. The researches have shown, 
for instance, that the sources of acci- 
dents covered under workmen’s com- 
pensation insurance are approximately 
as follows: 


Per Cent 
Elevators . y 15 
Power transmission apparatus (ara, belts, 
1.5 
Driving mechanism.. 1 
Point of operation (the part ‘of a “machine 
where the work is aclually inserted and 
maintained in the processes of forming, 
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shaping, stamping, sawing, cutting, etc.) 55 
Other moving parts of machines sche 
Unclassified insofar as machinery is con- 
cerned (preventable if at all by super- 
vision, education, medical attention, 
T rather than y machine guarding, 
ete ee 

Going bäck to our comparison of the 
two plants, each may have the same 
number of rip-saws, for instance. How- 
ever, one may have all of its saws effi- 
ciently guarded and the other may have 
only part of its saws guarded, and those 
not in the most efficient manner. Fur- 
ther, the one with the better guarding 
may also have, and the other not have, 
rigid rules requiring the constant use of 
the guards provided, means of training 
new employes in the safe operation of 
the machines, a plant safety committee 
and boards for posting safety bulletins. 
Scheduling of these conditions results in 
rewarding the better protected plant 
with a reduction in rates and penalizing 
the less well-protected one by an in- 
crease in rates. Thus a powerful in- 
centive is provided for accident preven- 
tion work, the ramifications of which we 
will discuss later on. 

In passing it may be noted that in 
many cases the rate reward does not in 
itself ever directly compensate the in- 
sured for the expense of the guards and 
other safety work. Yet he is amply 
repaid in the by-products of a reduced 
loss ratio. He is repaid because he has 
fewer of the incidental losses that follow 
accidents. He avoids (1) decreased 
production due to the absence of reg- 
ular employes; (2) inefficiency of new 
employes and psychological bad effect 
of casualties on other employes; (3) 
labor turnover costs, including train- 
ing of new employes; (4) increased 
overhead costs on account of idle ma- 
chinery and decreased volume of pro- 
duction; and (5) spoilage of material 
by new employes. 

After the factors which enter into 
Schedule Rating have been given effect, 
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$ 


140 


there remains a degree of control over 
casualties through management, organ- 
ization, education. Thus, even if the 
two plants which we mentioned in the 
foregoing dic have identical rates after 
schedule rating, their respective loss 
ratios over a period of years might show 
marked differences. Experience rating 
takes these facts into consideration. 
Compensation insurance premiums are 
figured on the employer’s pay-roll, For 
the purposes of experience rating the 
proportion that the losses paid bears to 
the pay-roll is determined. Then by 
actuarial methods there can be estab- 
lished a revised rate giving credit where 
good supervision and morale have re- 
sulted in an under-average loss ratio, 
and vice-versa. Schedule rating em- 
phasizes the physical factors that affect 
accident frequency, but experience rat- 
ing is influenced also by the moral and 
psychological ones. Both have given 
tremendous impetus to the promotion 
of systematic, organized accident pre- 
vention activities. There is no doubt 
that employers and insurance compa- 
nies alike would take a lively interest in 
accident prevention even had merit 
rating never been introduced, and 
‘would be influenced by humanitarian 
considerations to carry it forward, even 
though financial considerations were 
not involved. It is equally true that 
merit rating has been an important 
influence in developing accident pre- 
vention work by insurance companies 
to its present scope. 


Present Scope IN Prevention Work 


That scope is amazing from what- 
ever angle it is viewed. It was only 
forty years ago that the first American 
casualty company—a mutual in Massa- 
chusetts—was organized. That com- 
pany was the outgrowth of what is 
generally known as the factory mutual 
system of insurance. This system, 
which criginated among the cotton mill 
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owners of New England, first inaugu- 
rated in this country the theory that . 
loss prevention was equally as impor- 
tant as indemnity. It was natural 
then that the new mutual casualty 
company embarking in the then untried 
field of employers’ liability insurance 
should have adopted as an essential 
part of its program the inspection and 
selection of its risks. The innovation 
occasioned some ridicule at the time. 
Today the companies have thousands 
of inspectors, and millions of dollars are 
spent annually for safety work. 

In casualty insurance companies and 
particularly in those doing a .relatively 
large amount of workmen's compensa- 
tion insurance business, no department 
of the organization is considered more ' 
important than the inspection and 
safety department. In addition to the 
standardized and routine activities of 
the regular safety inspectors, a 
compensation carrier may have a va- 
riety of other safety enterprises. For 
instance: Illustrated safety bulletins 
showing the right and wrong way, safe 
and unsafe way, to do various jobs are 
circulated and posted regularly. A 
central safety committee at the home 
office of the insurance company regu- 
larly studies the accidents that have 
been reported, to devise ways and | 
means of preventing their recurrence, 
and supervises the work of similar plant | 
safety committees maintained among 
the assured’s employes. 

Magazines are provided for the ben- 
efit of employers, illustrating safety 
devices and guards, describing accidents 
and telling how they might have been 
prevented and guiding the employer 
in the safety education of his employes. 
Letters are written to foremen and 
superintendents directly. Badges and 
other devices are employed to stimu- 
late interest in the safety committees 
on the part of the employes. Meet- 
ings of employes are held, and even 
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méetings to which their families 
are invited to bring to bear the 
influence of the home in urging work- 
men to greater carefulness. At these 
meetings stereopticon pictures and 
even motion pictures are shown to illus- 
trate safe and unsafe practices. In a 
word, to safety education a continuous 
stream of safety propaganda is devoted 
and directed. Results are constantly 
accruing and testify to the success of 
the efforts. In the campaign, use is 
made of the most effective devices of 
modern publicity. Humor and novelty 
are employed. If they are justified in 
selling shoes and breakfast food, why 
not in saving lives? 

Tf in the foregoing the vitally impor- 
tant subject of machine guarding is 
apparently dismissed with undue celer- 
ity and the emphasis apparently placed 
too strongly on the educational side of 
accident prevention, reminder may be 
given in explanation that in the move- 
ment for industrial safety, the first 
point of attack was the unguarded ma- 
chine and other hazards susceptible 
to guarding. That was natural and 
proper. ‘These were the obvious causes 
of accidents; the causes could be re- 
moved and the accidents could be pre- 
vented. It has been done to a con- 
siderable degree. Lives, limbs and 
* property of incalculable worth have 
been saved. But still accidents con- 
tinue. Why? Because there is a sec- 
ond line of trenches to be taken. In it 
are carelessness, heedlessness and 
thoughtlessness—the human element. 
The human element wil always be 
there, but it can and will be educated 
30 that accidents due to this cause will 
be minimized. 

In studying “preventable accidents” 
aver a period of years, we have seen the 
ercentage of accidents that could have 
Deen mechanically guarded against de- 
crease and the percentage preventable 
by care increase strikingly. An ex- 
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ample of prevailing conditions is found 
in a recent study of accidents reported 
during a year in a certain state by ten 
lumbermen who are workmen’s com- 
pensation insurance policyholders. Of 
630 accidents only 129 were in con- 
nection with machinery. The re- 
maining 501 included 148 while 
handling material, eighty-eight splin- 
ters, seventy-five from falling objects, 
sixty-five cases of slipping and falling, 
forty-eight injuries from nails, twenty- 
one from hand tools and so on—most of 
them preventable by care. 

While workmen’s compensation in- 
surance and the related employers’ 
liability line afford the most conspicu- 
ous field for accident prevention work 
on the part of insurance companies, 
other lines of casualty insurance are not 
lacking in interest in this regard. For 
instance, there is public hability insur- 
ance, affording indemnity against loss 
because of damages received by the 
public for accidental injury or death. 
In the case of manufacturers and build- 
ers, pedestrians must be protected 
against falling objects, obstacles in the 
shape of material piles, and conveying, 
hoisting and other machinery. In 
stores, theatres and other public places 
the safety work emphasizes the need for 
adequate exits, protection against fire 
and similar precautions. 

In such lines as steam boiler, fly- 
wheel, engine-breakdown and elevator 
insurance, it is noteworthy that the 
accident prevention and inspection 
work is actually regarded by the policy- 
holders as of primary importance and 
the indemnity secondary. Inspection 
work of this kind carries grave respon- 
sibility and requires uncommon ability. 
For it the insurance companies have 
developed specialists on whom the pol- 
icvholder depends to determine, for 
example, the pressure a boiler will 
safely stand or the load an elevator will 
safely carry. 
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In two of the mostimportant branch- 
esof casualty insurance, the problems of 
accident prevention are quite different 
from those in workmen’s compensation 
and the other lines we have discussed. 
These two are personal accident and 
automobile insurance. In them the 
approach is very difficult. Here it is 
that the whole general public must be 
educated. In personal accident insur- 
ance some progress can be made with 
letters and bulletins by callmg the 
attention of individual policyholders in 
a striking way to outstanding hazards. 
As yet the companies having a large 
volume of this class of business have 
not emulated the huge life insurance 
companies that have boldly—and suc- 
cessfully—undertaken in periodical ad- 
vertisements, reinforced with booklets 
and other printed matter, to prolong 
the life of the public in general by 
teaching lessons of hygiene and right 
living. Some of this propaganda is 
directed against causes of accidental 
death and so is helpful to the companies 
that carry accident insurance. The loss 
prevention work of the -fire insurance 
companies also is of advantage to the 
casual y insurance companies, in that 
prevention of fire may mean also pre- 
vention of loss of life by fire and 
panic. 

Automobile accident prevention is a 
tremendous problem of great public 
interest. Despite the difficulties of 
approach, the problem is being vigor- 
ously grappled with, and in the struggle 
the insurance companies have a promi- 
nent place. No small amount of in- 
spection end educational work is 
directed to policyholders, particularly 
those with “fleets” of automobiles and 
trucks. Letters and posters call atten- 


tion to hazards and illustrate safe and. 


unsafe driving. Bulletins are put up in 
garages. Drivers are instructed in 
classes and provided with manuals 
teaching them the methods of safe 
operation of motor vehicles. Much of 
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the advertising of the automobile in- 
surance companies couples accident 
prevention appeal with “sales talk.” 

The problem of street and highway 
accidents is one that is engaging the 
attention of leaders in many other lines 
of endeavor as well as in the insurance 
world. Countless municipal, city, state 
and even national bodies have been 
created to cope with automobile acci- 
dents and devise ways and means of 
preventing them. Among these is the 
National Conference on Street and 
Highway Safety brought into being by 
the Secretary of Commerce. Its chief 
accomplishment is the so-called Uni- 
form Vehicle Code of Laws governing 
motor vehicle licensing, registration 
and operation. This code is intended 
for enactment in all the states of the 
Union. In it are combined the best 
features from numerous state and mu- 
nicipal codes. The selection was made 
after many meetings and exhaustive 
study by committees included in whose 
membership were the leading experts of 
the country in all matters affecting the 
operation, maintenance and use of 
motor vehicles. Without doubt the 
present relatively lax observance of 
rules and regulations affecting motor- 
ists in no small measure arises from the 
confusion of laws in adjoining munici- 
palities and states, making their en- 
forcement exceedingly difficult. It can 
scarcely be doubted that the wide- 
spread enactment of the Uniform 
Vehicle Code, with its wisely chosen pro- 
visions, capable of consistent enforce- 
ment, will force sharp reductions in our 
national automobile accident ratios— 
by enabling tourists to know and obey 
the law wherever they may be; by de- 
priving incapable, reckless and crimi- 
nal drivers of the right to drive; by 
eliminating speeding. 


Wuar Massacyusntrtrs Is Dora 


As this is written an interesting ex- 
periment in legislation is commencing 
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in Massachusetts where a so-called 
“Compulsory Automobile Insurance 
Law” has become effective. In that 
state no one can get an automobile 
license who has not guaranteed his 
liability for damages on account of per- 
sonal injury or death of others. Pro- 
ponents of legislation of this type be- 
lieve that it will incidentally have the 
effect of preventing accidents. Oppo- 
nents point out that there seems to be 
reason to believe that compulsory 
automobile imsurance may increase 
rather than decrease accidents. Of the 
limited world experience available the 
Swiss is probably the most comprehen- 
sive. The one outstanding indication 
with respect to compulsory automobile 
insurance in that country is that it has 
considerably increased the number of 
accidents. It cannot be presumed that 
compulsory automobile insurance will 
tend to make drivers more careful, 
indeed the reverse is highly probable. 
Compulsory automobile msurance will 
have no effect on accidents caused by 
pedestrians, and careful investigation 
has disclosed that pedestrians are re- 
sponsible for nearly as many accidents 
as automobile drivers. Compulsory 
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automobile insurance may through the 
operation of the insurance policy can- 
cellation feature operate to deprive the 
careless and reckless driver of the use of 
the highways. It is a new experiment 
in legislation. Time alone will deter- 
mine its advantages and disadvantages 
as a means of accident prevention. 


CONCERTED ACTION 


Unquestionably, accident prevention 
both industrial and as applied to our 
streets and highways is one of our great 
national problems. As such it is 
worthy of our most intelligent study. 
‘Tremendous strides have been made in 
the past decade in efforts looking to- 
ward a solution of the question. While 
insurance companies were probably the 
first to realize the seriousness of the 
situation and still are in the forefront 
from the standpoint of financial con- 
tributions, it is significant that today 
civic leaders in every line are lending 
their efforts toward a diminution of our 
accident toll. It is inconceivable that 
with unanimity of purpose and effort 
and conscientious attention by these 
great forces a substantial improvement 
in the situation cannot be attained. 


Modern Trends in Accident and Health Insurance 


By AvstN J. Luz. Y, LL.B.! 
General Counsel, Maryland Casualty Company; Fellow Insurance Institute of America 


HE development and progress of 
Accident and Health Insurance is 
a story of human ingenuity in con- 
flict with a stubborn insurance prin- 
ciple. The principle has not changed. 
It is as grimly present today as 1t was 
two centuries ago when the Friendly 
Societies of England and the Conti- 
nental Trade Guilds sought not un- 
successfully to solve the problem by 
surrounding the right to benefits with 
traditicnal caste and occupational 
checks and balances. It is as grimly 
present today as it was a century 
thereafter, when the Accidental Death 
Insurance Company of London learned 
that an allowance of “‘ten pounds for 
medical attendance during injury” did 
not, as was fondly expected, expedite 
recoveries, with resultant savings to the 
Company, but rather was played 
against the Company by the physician 
to increase his fees, and by the policy- 
holder to increase the duration of 
weekly payments; and when the enter- 
prising but not particularly scientific 
health and accident companies or- 
ganized in Pennsylvania, Massachu- 
setts and New Jersey learned that 
unguarded risk selection plays havoc 
with calculations based merely upon 
the general law of averages. It is as 
grimly present today as it was in the 
sixties, when the limited and guarded 
accident coverages, and in the nineties, 
when the still more limited and guarded 
health coverages first laid the real 
1The writer desires to acknowledge his in- 
debtedness to Mr F. L. Templeman, Manager, 
Accident € Health Department, Maryland 
Casual:y Company, for constructive criticism 
and other valuable assistance in the preparation 
of this article. 
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foundation for today’s diversified in- 
surances; and as it will be until the 
trumpet of the Angel Gabriel shall 
render insurance principles, and cover- 
ages more or less adapted thereto, 
equally vain. 

We can never entirely hope to cir- 
cumvent the fact that insurance, if it is 
to be within the financial reach of the 
person whose lack of financial solidity 
and stability is largely the justification 
for its purchase, if it is to be satis- 
factory to him when it shall have been 
purchased, if it is to be reasonably 
profitable to the company which sells it, 
must be calculated inter alia upon a 
hazard which is susceptible under every 
aspect, and in ts totality, of approxi- 
mately accurate mathematical calcula- 
tion! That the disability hazard under . 
accident policies, under health policies, 
and under combination policies is not 
in esse and per se so calculable, ac- 
counts in part for the discrepancy be- 
tween annual life insurance premiums 
of some two and one-half billion dol- . 
lars and annual accident and health 
premiums of some thirty million dol- 
lars,—a discrepancy which becomes the 
more astounding with a realization that 
the average occurrence of disability in 
ratio to insurable population is tre- 
mendously higher than the average oc- 
currence of deaths in any given year. 
The difference lies in the ease and suc- 
cess of the adaptation of the insurance 
to the controlling principle in the one 
case and the difficulty of adaptation in 
the other, and is a most practical 
exemplification of the aphorism that 
figures (when they can be had) do not 
lie, and, by reversion, of the contrary 
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tendency of human nature in posses- 
sion of an insurance policy upon which 
there is a claim of variable value. 


MODERN TREND 


Out of the never-ending conflict with 
this principle has come the series of ad- 
justments and readjustments which 
constitute the chronological saga of ac- 
cident and health insurance, which 
show a constant progress not relatively 
equalled by the progress in any other 
line, and which speak for a future con- 
tinuity in development to a state much 
nearer perfection than could have 
seemed possible to the weary but never 
disheartened workers of forty or even 
thirty or even twenty years ago. 

The modern trend is unquestionably 
a trend of progress. We have come a 
long way from the hesitant tentative of 
the first English company which so 
bravely relied upon the curative virtues 
of a medical allowance; and that is but 
seventy-five years behind us. We have 
come further and much faster from the 
rider covering some eight or more 
diseases issued as an endorsement to an 
accident policy which blazed the trail 
to our present forms, and that is little 
more than thirty years behind us. 
And, incidentally, while life premiums 
and health and accident premiums 
stand in the ratio of more than $80 to 
$1, the ratio of increase in the past ten 
years is in favor of the latter bv two to 
one, 

The modern trend is unquestionably 
a trend of adaptability. Willingly, 
through innate wisdom, or unwillingly, 
through pressure of competition, all 
forces are working to the end that the 
needs of the policyholder shall be ade- 
quately served. The end is not yet, 
but there is an end which will serve 
both the companies and the assured; 
and, perhaps gropingly, but always 
determinedly, we are working toward it. 

The modern trend is a trend of 
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simplification and certainty. Simpli- 
fication in policy forms; certainty in 
benefits; an unhesitating determination 
to provide a dollar’s worth, to deliver 
the dollar’s worth, and to collect the 
dollar. Adaptability, simplification 
and certainty, summed up in “prog- 
ress,” sufficiently serve to epitomize 
the modern trend and to indicate its 
underlying soundness and vitality. 
This process of growth by adjustment 
and readjustment has manifested itself 
in many apparently trivial and un- 
related details, the sum of all of which, 
however, is impressive; and one or two 
of which, as for instance, life indemnity 
and the noncancellable policy, are 
really of outstanding significance. 


EXPERIMENTS 


When, years ago, it became obvious 
that insurance against accidental death 
and against disability resulting from ac- 
cidental injury and sickness was a 
needed and marketable commodity, it 
soon became equally obvious that in 
devising, marketing and complying 
with the essential coverages—which, 
after all, in themselves were relatively 
simple—conditions existed which had 
not been thoroughly or at all antici- 
pated and allowed for, and which were, 
in those days of the beginning, per- 
haps, not susceptible of complete an- 
ticipation. The insurance companies 
found it easier to propose than to dis- 
pose. In course of time, with better 
organization, as experience became 
available on a wider and wider kasis, 
and more thorough and practical statis- 
tics were compiled, the unfavorable 
conditions were better understood and 
better guarded against. But the fact 
remained, and remains today, that 
after the happening of the initial event, 
the accident or the sickness which 
brings the disability coverage of the 
policy into play, the ultimate outcome 
—the ultimate payment—the ultimate 
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loss—depends upon the moral stamina 
as much as upon the physical qualities 
and condition of the assured; depends 
upon the skill, knowledge and integrity 
of attending physicians; depends upon 
the promptness and co-operation of the 
assured with respect to treatment, and 
upon other like factors, which need not 
be the same in any two otherwise 
similar cases, end which, as they vary, 
affect beyond possibility of scientific 
check or ex pest facto control, the for- 
tunes of the company. These varying 
and variable conditions and possibili- 
ties have tremendously influenced and 
have seriously retarded the growth of 
the business. 

Recurring again to the classic in- 
stance above cited of the London 
Company’s provision of ten pounds for 
medical fees: upon every reasonable 
theory that provision should have 
operated to the physical benefit of the 
assured and to the financial benefit of 
the Company: perhaps it did operate to 
the physical benefit of the assured, but 
not to his moral benefit and not to the 
Company’s financial benefit, but the 
contrary. As a consequence, it was 
abandoned. Years later, when the 
companies were better organized for the 
selection of risks, for the control of 
medical attendance, and for the investi- 
gation and adjustment of claims, the 
factors of physical benefit to the as- 
sured and financial benefit to the com- 
pany took on an added value and im- 
portance outweighing the deterrent 
factors; and the medical fees were re- 
stored to the policy, and others, such as 
hospital and nurses fees and the like, 
were added thereto. 

_But in the meantime, the factors of 
uncertainty, the ultimate extent and ef- 
fect of which were within the control of 
the assured and not of the company, 
were still affecting the development of 
the various lines. The problems 
thereby presented were solved by one 
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company in one way, by another com- 
pany in a different way; substantial 
benefits were provided under the insur- 
ing clause, so-called, of the policy, and, 
as therein provided, were in the condi- 
tions and exceptions so hedged about 
with limitations, so qualified, as in al- 
most every instance to be diminished 
and in some to be aborted. Conditions 
were such that it required a combina- 
tion of the talents and skill of a gram- 
marian, of a lawyer, and of a physician, 
to determine m advance just what the 
policy offered under any given condi- 
tion. And even so, the guess of one 
expert was as good as the guess of an- 
other; added to which, in instances and 
by certain companies, efforts were 
made to handle the situation before the 
loss by a sliding scale of premiums; and 
by others, after the loss, by close and, 
in some instances, shady processes of 
adjustment. 

Nevertheless, here and there, under- 
writers of outstanding ability, of sound 
vision, and the courage of their convic- 
tions, were experimenting with exten- 
sions of coverage and the effect of 
scientific and consistent risk selection 
and adequate and informed claim ad- 
justments upon the deterrent and other- 
wise uncontrollable factors, and gradu- 
ally the accident policy was extended 
to cover practically every character of 
accident with limitations directed only 
to the effect of pre-existing, concurrent, 
or subsequent bodily diseases or in- 
firmities upon the extent or duration of 
disability; and the health policy, from 
the half dozen or more of specific 
diseases first covered to a general 
coverage, subject only to limitations 
directed to pre-existing and existing 
physical conditions. 

STATE ACTION 
During this period, the insurance de- 


partments of the states had been 
awakening gradually to the existing 
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turmoil and confusion, the resultant 
variances in court decisions, in treat- 
ment of policyholders, the ensuing un- 
happiness of the companies, and the 
more or less general dissatisfaction upon 
the part of the insuring public. Ac- 
cordingly, upon the basis of the stand- 
ards set by the more advanced and 
enterprising companies, the states be- 
gan to enact the so-called standard 
provisions law, the effect of which was 
to reduce to some degree of uniformity, 
at least, the operation of the various 
coverages and to protect policyholders 
in the more fundamental of their rights. 
And in due course, some twenty-eight 
of the states have adopted essentially 
similar standard provisions laws. ‘The 
standard provisions, however, while 
serving a valuable end, tended rather 
to affect, regulate and secure the rights 
of the policyholder after the event of 
loss than to assure him a basic, satis- 
factory coverage. With respect to 
the formulation of the basic coverage, 
the companies have been left to follow 
pretty much their own devices. It 
may be said with reasonable pride that 
they have been by no means remiss in 
the performance of what amounts to a 
vital duty. Policy provisions have 
been simplified and clarified to a point 
where the contract, though perhaps 
longer than in its earlier forms, is very 
much clearer and does actually deliver, 
when the occasion arises, a pre-under- 
standable and an easily determinable 
benefit. Adjustments are made with 
admirable consistency upon the estab- 
lished basis and to the satisfaction of 
the policyholder. As conditions which, 
in the earlier stages were necessary for 
the protection of the company, have 
been found in view of better knowledge 
and sounder and broader facilities of a 
later day to have become unnecessary 
for the company and unduly burden- 
some to the assured, they have been 
revised or abandoned. 
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CONDITIONS OF DISABILITY 


An outstanding instance is the here- 
tofore well nigh universal prerequisite 
of house-confinement as a condition for 
the payment of total disability benefits 
under both accident and health policies. 
At one time, that was considered to be 
almost the only certain, open ard visi- 
ble test of total disability, and perhaps 
it then was. But experience showed 
that it did not always protect the com- 
panies against the dishonest policy- 
holder; that it was in many instances 
unfair to the honest policyholder; and, 
accordingly, that it was neither an ac- 
curate nor an infallible measure of 
total disability. Sentiment upon this 
point has now apparently crystallized; 
and, while house-confinement is still a 
useful test in certain instances, and is 
retained for the special and low-priced 
coverages in which it serves an economic 
purpose, its use as a universally es- 
sential limitation is believed to have 
been finally abandoned. 

There has been a somewhat similar 
history with respect to the once rigid 
requirement of immediate, total and 
continuous disability as a condition 
precedent to the payment of specific 
benefits; and the representative policies 
are today more liberal in this respect. 
The period within which the specific 
loss, or the death, must occur, is 
gradually being lengthened without re- 
gard to the intervening disability; and 
the provisions indicate a praiseworthy 
effort to make the policy as elastic and 
responsive to variable conditions as 
ordinary prudence, based upon the 
story of experience, will permit. 

It is interesting to note the effect 
upon the business of the fact that the 
accident policy was primarily designed 
to cover the loss resulting from ex- 
traordinary hazards, as for instance the 
railroad ticket policy with which the 
one great company which has been 
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operating continuously since 1863 en- 
tered the field. As the policies were in 
due course extended to cover all classes 
of accident, the special hazard of travel 
seemed to have lost its significance. So 
real a need and so tremendous a talking 
point were not, however, to be always 
overlooked, and some thirty years 
later, in 1895, or thereabouts, the 
original principle was again discovered 
and applied by the expedient of doubling 
the benefit for death and disability 
resulting from travel upon certain 
classes of public conveyance. Recent 
years have seen an extension of the 
additional benefits to accidents occur- 
ring in public buildings, during fires, 
and the like, with, indeed, a provision 
for triple benefits in certain cases; have 
seen also the development of special 
forms for the extra hazards of daily 
existence under the strains and stresses 
of modern civilization; and the now 
widespread use of the identification 
provision, under which the companies 
pay, usually within a limit of $100, the 
expense necessary in case of accident, 
to transmit information, and to place 
the assured in the hands of his family 
or his friends. While this is past and 
present histcry, it is none the less 
indicative of ever-present seeds of 
growth which will germinate as occasion 
requires, and upon which the future 
may be predicated. 

The waitinz period, as a period of dis- 
ability precedent to payment of bene- 
fits, has again become a factor of im- 
portance, as a check or control upon 
other factors which are in and of them- 
selves not readily controllable. Ap- 
parently by way of being abandoned, it 
has again manifested its vitalforce. It 
is a device by means of which better in- 
surance may be provided at a lower 
rate; it is an obvious aid in the difficult 
process of risk selection under health 
coverages; and it is a sine qua non of 
sickness benefits under the life in- 
demnity and noncancellable forms. 
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COVERAGE AND INDEMNITY BASES 


Opinion and treatment of the char- 
acter of accident upon which accident- 
benefit coverage shall be based is still in 
a state of flux. ‘The original policies 
covered, more or less, death or dis- 
ability resulting from “personal injury 
by accident.” ‘The courts, in their im- 
mediate and eager application of the 
rule that a contract, if it be for con- 
struction at all, is to be construed 
against that one of the parties thereto 
which dictated its content and terms, 
early showed the companies that they 
had inadvertently covered too much 
ground. ‘There followed an effort to so 
define, limit and circumscribe the word 
“accident” as to hold the coverage 
within the scope of its primary intent; 
and out of that effort has grown the 
great bulk of accident insurance litiga- 
tion. The device of limitation which 
best withstood attack was found in the 
cover-phrase,—“accidental bodily in- 
juries effected independently and ex- 
clusively of all other causes through 
external, violent and accidental means.” 
Under such a clause it 1s indeed difficult 
to recover for any event which is not in 
fact and in truth an “accident.” No 
more effective phrase has been in- 
vented. And in the early days such a 
limitation was an utter necessity. 
Slowly, however, it was realized that, 
with careful basic underwriting, in- 
telligent risk selection, and competent 
adjustment, the rigor of the clause 
might perhaps be somewhat abated, at 
least in the forms of comprehensive 
coverage and universal appeal; and 
here and there the ocular and demon- 
strable proofs (proofs independent of 
results) established by the words “vio- 
lent” and “‘external” were abandoned, 
and, again, the tests of pure accident, 
established by the words, “independ- 
ently and exclusively of all other 
causes””; so that there are many forms 
which now cover “bodily injuries ef- 
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fected independently and exclusively of 
all other causes directly through ac- 
« cidental means,” and some which cover 
“accidental bodily injuries,” the cover- 
ages, of course, including resultant 
death. It is too early to predict the 
ultimate development in this direction. 
The elimination of unduly restrictive 
qualification upon coverage is an end 
devoutly to be sought. But, after all, 
the fundamental line between the re- 
sults of accident on the one hand, and 
upon the other, of accident and disease, 
or of disease alone, must be observed so 
long as there are separate or even dif- 
ferent benefits provided for the re- 
spective disabilities. And, tnasmuch 
as the division seems to be as funda- 
mental as the demarcation, and the 
need for separate coverages inherent in 
the business, it would indeed be a 
temerarious assault upon the prophetic 
verities to predict any further immedi- 
ate appreciable advance along this line. 

The ultimate treatment of the ac- 
cumulated benefit is likewise a matter 
of uncertainty. Devised as a means to 
provide the assured with a substantial 
interest in the continuance and renewal 
of his policy, it developed the rather 
natural evil, that upon any renewal 
date the policy might be placed in an- 
other company and by it endorsed to 
provide the sum of the earned accumu- 
lation, so that the transfer would cost 
the policyholder no additional benefits, 
the right to which had accrued under 
the policy. In some states the very 
valid objection was urged to this pro- 
ceedings that it constituted discrimina- 
tion and rebate; and departmental ef- 
fort was made, here and there, to force 
a discontinuance of accumulations. 
While this was not successful, it re- 
sulted, upon the part of many of the 
companies, in the addition of the full 
accumulation to the face of the policy 
as of date of issuance. In some forms, 
generally, and by some companies for 
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special forms, the original plan is still 
followed. The part it plays in the 
scientific scheme of accident and health 
insurance is perhaps of questionable 
value, and probably the future will not 
be greatly concerned with it. 

The vitality of the business, its 
universal appeal, and its economic pos- 
sibilities are indicated by the adapta- 
tion of many of its principles by the 
leading life companies for use in con- 
nection with life insurance, as exempli- 
fied by provision for double benefits in 
event of accidental death, period pay- 
ments in event of total disability, and 
acquittal of liability for further premi- 
ums under like conditions. And upon 
this point, the furore created by various 
newspapers of national reputation, in 
the sale of restricted policies as an 
incident to term subscriptions, is not 
without interest. While sporadic and 
perhaps insignificant considered as a 
separate development, the result has 
been a tremendous advertisement, out 
of which will grow a future demand. 
Insurance helps to sell itself. The 
more insurance the more insurance. 


SPECIALIZED InsURANCE COVERAGES 


The adaptability and responsiveness 
of the business is illustrated in the 
variety of coverages designed for special 
uses and purposes. Of significance are 
the special automobile policy, which 
sells for a premium well within the 
reach of the entire membership of the 
insuring public, which covers effectively 
against the special but ever-present 
hazard of injury or death through the 
agency cf motor vehicles; and the 
similar travel accident policy, which 
covers against the special hazards in- 
cidental to traveling. These forms, by 
virtue of the limited class of accidents 
covered, are sold practically to all alike, 
without reference to the ordinary 
classifications. 

Of perhaps even greater future im- 
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portance is the deferred payment policy 
which is adapted to meet conditions 
arising upon the unparalleled extension 
of credit purchases on the instalment 
basis. This coverage is designed to 
protect the purchaser upon credit in 
the periodical payments, which his con- 
tract of purchase compels him to make, 
and which, by reason of loss of income: 
from accident or sickness, he may be 
unable to make. Designed to relate 
solely to the protection of deferred pay- 
ments, it is narrower in scope as re- 
spects period of coverage and duration 
of payments than the ordinary policy, 
and hence can be sold at a greatly re- 
duced premium, but nevertheless serves 
exactly and adequately the purpose of 
the purchaser. Used first in connec- 
tion with the purchase of automabiles, 
it has gradually been extended to cover 
all important classes of deferred pay- 
ment. In this category likewise be- 


longs the group accident and health 


policy, which has been developed to a 
point where it is adaptable to almost 
every necessary use and purpose; which 
simplifies the sale of such insurance, 
tends to place it where it is most needed, 
and to reflect in a reduced premium the 
savings effected to the companies by 
what is, after all, a form of wholesale 
insurance. Experiment is being made 
with similar special forms for hospital 
and nurses’ benefits, which promise to 
supply a definite need. 


ResponstvE Drvmrsiry IN FORMS 


The development of newer, broader 
and specialized coverages by no means 
implies an abandonment, present or 
future, of the older and narrower forms. 
On the contrary, these are being re- 
tained to serve the purpose of that por- 
tion of the insuring public whose needs, 
indeed whose very whims, they may 
more satisiactorily supply. Today, 
then, from the one company, here and 
there (though not from all companies, 
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thedevelopment hasnot yetreachedthat 
stage), the citizen may purchase a dis- 
ability, an accident, or a health policy, 
providing, as he may desire, variant 
tests of total disability: such as house- 
confinement, inability to perform any 
of the duties of his occupation, or in- 
ability to perform the duties of any oc- 
cupation whatsoever; policies which 
provide for fifty-two weeks’ indemnity, 
or 200 weeks’, or life indemnity at the 
full rate of weekly benefits, or at full 
benefits for a period and thereafter at 
a percentage of full benefits for life; 
policies with a waiting period of total 
disability antecedent to the payment 
of benefits and policies without such 
antecedent period; policies which in- 
demnify ior loss of time only,'or for loss 
of life only, or providing a reasonable 
scale of variants in either or both classes 
of indemnity; policies which cover 
against any and all disability from 
special hazards; policies which cover 
against, certain losses from any and 
all hazards; policies the benefits under 
which are to secure the payment of 
contractual obligations; policies which 
cover against all hazards except those 
produced by deliberate intent of the as- 
sured, including even the hazard of 
aviation; policies which provide special 
additional benefits; policies which pro- 
vide optional benefits to facilitate the 
determination of what might otherwise 
constitute vexatious problems of dis- 
ability; policies which are noncancel- 
lable. In all of these the relative dif- 
ferences and distinctions are adequately 
recognized and compensated for in the 
premium basis, the age basis, the oc- 
cupational basis, or by controlling 
underwriting, and policy conditions and 
limitations, as may be requisite. A 
field of selection which is, indeed, as 
varied as the human need for such in- 
surance; and which will unquestion- 
ably be extended as additional needs 
develop. 
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STANDARDIZATION 


There is a substantial advantage to 
the public in the diversified choice of 
available coverages; and there is also a 
disadvantage inherent in the diversity 
itself, in that proper and adequate 
coverage, though readily available, is 
not always sold, and that policyholders 
do not always know the effect and ex- 
tent of the coverage purchased. This 
has resulted not infrequently in trouble- 
some adjustments and general dis- 
satisfaction. The fear that under 
the circumstances, human nature, polit- 
ically expressed, would seek to foster 


and impose the theoretical ideal of a 


standard form, was realized not long 
ago in the action of the insurance de- 
partment of a western state, which 
sought upon the authority of the 
statute prescribing the standard provi- 
sions, and by virtue of alleged evils 
growing out of “the multiplicity and 
variety of health and accident policy 
forms and the different conceptions of 
the rights of claimants manifest in 
claim settlements,” to compel the is- 
suance by all companies in the state of 
a standard form embodying the ideas 
unsuccessfully urged by the depart- 
ment for years prior thereto, which re- 
lated in the main to indemnities, and 
which sought in effect to eliminate the 
payment of valued benefits based upon 
the condition of house-confinement or 
disability, continuous or otherwise, or 
for specific losses as of a hand, a foot, 
of sight or hearing, and to substitute 
therefor indemnities for actual loss sus- 
tained, —specifically for loss of life, for 
loss of time, and for loss other than loss 
of time (which would have resulted in 
the scrapping of practically every pres- 
ent form of policy); to compel coverage 
of all hazards except those specifically 
excepted (which would have resulted in 
the complete elimination of the special 
automobile, travel accident, and similar 
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forms): to abolish accumulations; and 
to abolish the use of renewal receipts. 
The department opened hostilities by 
an announcement on October 28, 1928, 
that on and after March 1, 1924, no 
company which refused to comply with 
the order for the issuance of the pro- 
posed standard form could procure the 
renewal of its license. At this frontal 
attack upon the entire theory and con- 
cept of the structure of accident and 
health insurance, the companies sought 
the aid of the courts, and procured an 
injunction, restraining the commis- 
sioner from refusing to renew the 
licenses, and in the case of State ex rel 
Time Insurance Company et al. vs. 
Smith, State Commissioner of Insurance, | 
were completely successful in their re- 
sistance to the order, and in establish- 
ing, let it be hoped once for all, that 
freedom of contract in insurance, sub- 
ject only to reasonable and explicit 
state regulation, which is still a part 
of our constitutional heritage. 
Nevertheless, there is a significance 
in the effort, however unsuccessful, of 
the Wisconsin department to force 
upon the companies a standard form. 
It is symptomatic of what is perhaps 
more a desire than a need, but even so, 
of a desire widespread and genuine. 
And the future may hold for us, if not a 
standard form as such, at least some 
certain and definite unified coveraze, 
under a standard name which, wherever 
and by whatsoever company sold, will 
carry with it the almost universally 
standard values found now in automo- 
bile, liability, life and fire policies. 
That the question is of interest and im- 
portance is indicated by the action of 
the Health and Accident Underwriters’ 
Conference in appointing a committee 
to determine upon definite recommen- 
dations for uniform phraseology of the 
more important policy-provisions. It 
remains, however, that the ends to be 
1 (Wis.) 200 N, W. 65. 
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served by accident and health insur- 
ance are so varied and various as com- 
pared with any other class, that such a 
standard form must, unless the inter- 
ests of the insuring public are actually 
to be disserved by it, be but one of 
many coverages, the number of which, 
experience teaches us, will in the future 
increase rather than diminish. 


LIFE INDEMNITY AND THE Non-Can- 
CELLABLE Form 


The progress of the business in the 
two outstanding developments of mod- 
ern times, life indemnity and the non- 
cancellable ccntract, is being hampered, 
the first by the courts, and both by the 
effect thereon of the great principle of 
insurance herein before adverted to. 

If the decision of the Circuit Court of 
Appeals of the Sixth Circuit (upon ap- 
peal from the District Court for the 
Middle District of Tennessee) in the 
case of Federal Infe Insurance Company 
vs. Rascoe,? which the Supreme Court 
of the United States refused to review 
upon writ of certiorari, is to stand as 
the ultimate law regulating the as- 
sured’s right to the recovery of dis- 
puted benefits in permanent total dis- 
ability cases, the day of life indemnity, 
whether for disability resulting from ac- 
cident or sickness, is over. In that 
case, upon the sole issue, from the 
company’s standpoint, that the as- 
sured’s disability, and consequent right 
to benefits under the policy, had ter- 
minated, an action was successfully 
maintained by the assured, not for the 
recovery of benefits as such, but for 
damages as for the breach of the entire 
contract of insurance, the measure of 
which should be the assured’s life ex- 
pectancy under the standard life tables 
admissible in that court. Upon a 
policy paying life indemnity at the 
rate of $25 per week, the assured re- 
covered a lump sum verdict of $21,- 

* Reported in 12 F. (2d) 698. 
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518.98. A study of the opinion of the 
court and of the vigorous dissenting 
opinion filed by one of the Circuit 
Judges, indicates that the case, al- 
though one of first impression, need not 
necessarily serve as a precedent in 
future cases. 

In general, the experience with life 
indemnity for disability resulting from 
sickness, has been unfavorable in the 
extreme; so that the tendency is rather 
to revert to the long established limit 
of fifty-two weeks for ordinary use, 
with an occasional form providing for 
two hundred weeks. Accident life 
indemnity is more satisfactory and is 
believed to have come to stay. 

Experience with the noncancellable 
form has been still more unfortunate. 
Promising, as it did, a solution of one 
of the most vexatious problems in the 
business; offering perhaps the only 
means of raising it to the sound and 
adequate plane of life insurance, the 
noncancellable form has unquestion- 
ably been a bitter disappomtment to 
the business at large. For this there 
are many reasons, perhaps none of 
which will be found m the long run to 
be either permanent or insurmount- 
able. The cost is high, which intensi- 
fies the tendency of the undesirable 
risk to seek the coverage, and thus 
operates to increase the difficulty of 
proper risk selection. Non-cancellable 
business in general, by virtue of the 
medical examination, the commission 
basis, agency relations, etc., ramifies 
rather into the structure and organiza- 
tion of life than of casualty insurance, 
which well accounts for the fact that 1ts 
transaction is now confined mainly to 
the life companies; and with the general 
difficulties inherent in the line, ac- 
counts also for the fact that even of the 
life companies only a small number are 
actively interested. Reserves have 
been a serious stumbling block, but of- 
ficial steps are now being taken toward 
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simplification and reasonableness. 
Over the whole is the chilling factor of 
uncertainty born of lack of definite 
statistical and underwriting experience. 


In SUMMARY 


Notwithstanding which, reading the 
future by the past, it is not too much to 
hope that this desirable and widely 
needed form, the advent of which was 
prophesied by leaders in the business 
years ago, will gradually, through a 
series of necessary mutations, come into 
its own and stand thenceforth as the 
flower and pride of accident and health 
insurance. 
| Since the enactment of the standard 
provisions, and aside from the effort of 
Wisconsin in the matter of the standard 
form, and minor attempts upon the 
part of one or two other states to read 
the laws as statutes of rigid limitation 
rather than of helpful reguletion, the 
departments have been co-operative 
and the companies have been given a 
free hand in the solution of their trou- 
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bles, in the correcting of the occasional 
evil, and in the rational expansion of 
the business quantitatively and quali- 
tatively as well. They have been alive 
to the possibilities and keen to procure 
their realization. 

When all is said and done, the 
modern trend is a consistent trend of 
progress and adaptability. Through 
competition of companies, intelligent 
reaction in the conflict with immutable 
human and economic principles, deci- 
sions favorable and adverse of our 
various courts of last resort, and the 
extension of the old and development 
of new possibilities, has come about an 
adjustment and readjustment of poli- 
cies in their various component parts 
and of properly reflective coverages 
which is not now, no more than a 
decade or a half century ago, indicative 
of a fixed status, but rather of a healthy 
and continuous growth, and which 
augurs well for the ultimate establish- 
ment of the line as one of the greatest in 
the insurance field. 


Automobile Insurance 


By H. P. STELLWAGEN 


Secretary-_reasurer, National Bureau of Casualty and Surety Underwriters; formerly 
Manager of its Automobile Department 


N a little more than twenty-five 
years automobile insurance has de- 
veloped from an insignificant side line 
to a coverage of the first importance to 
both fire and zasualty companies. 
Automobile insurance came into be- 
ing to meet a definite need, namely, the 
need of the motorist for protection 
against financial loss arising from the 
ownership and operation of an automo- 
bile. The automobile, when set in 
motion, is a Dotentially dangerous in- 
strument, capable of inflicting personal 
injury, and d=ath, and property dam- 
age. Furthermore, the automobile, 


like other property, may be damaged or | 


destroyed by fire and by action of the 
elements. B=ing movable, it may be 
lost through =heft, or damaged, or de- 
stroyed b:7 impact with another object 
either moving or stationary. 


AUTCMOBILE HAZARDS 


A brief consideration of the auto- 
mobile hazards as they exist at the 
present time indicates that automobile 
insurance is £ greater need today than 
ever in its history. During 1926, ap- 
proximately 28,500 people were killed 
in automobi accidents, and 700,000 
injured. In the same year, there were 
more then 2,000,000 automobile ac- 
cidents mvclving property damage. 
This tremencous loss of life and limb in 
automobile accidents is particularly 
distressing from the humanitarian and 
social standpoint, and is a direct chal- 
lenge to the conservational and acci- 
dent preventative ability of the United 
States. From the economical stand- 
point the situation is a serious one, be- 


cause the law holds each man respon- 
sible for his own acts, and if it can be 
shown that injury, or death, or prop- 
erty damage is caused by the negligence 
of the motorist and that the individual 
injured in person or property or killed 
was not guilty of contributory negli- 
gence, then the motorist is liable under 
the law for damages commensurate 
with the injury inflicted. A conserva- 
tive estimate shows that the motorists 
of the United States suffer, annually, a 
loss of $350,000,000 as a result of 
damage suits. 

It has been estimated! that 60,000 
cars are totally destroyed each year by 
fire and that the monetary loss through 
fire amounts to $75,000,000. Ap- 
proximately 100,000 cars are stolen and 
the total loss through theft—either of 
the entire car or of its equipment—ap- 
proximates $90,000,000. Because of 


the lack of statistical data, the damage | 


caused by collision of automobiles with 
other objects, moving or stationary, 
cannot be measured, but the aggregate 
cost must be considerable. 


Five PRINCIPAL Forms or INSURANCE 


There are five principal forms of 
automobile insurance which collectively 
protect the motorist against all the 
hazards enumerated above, namely: 
Public Liability, Property Damage, 
Fire, Theft and Collision Insurance. 

A policy of Public Inability Insurance 
undertakes to indemnify the motorist 
(the assured) for loss arising from his 
legal liability to others for bodily in- 


1 By A. J. Donohue, Assistant to the Manager, 
National Automobile Underwriters’ Conference. 
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juries, including death, suffered in any 
accident due to the ownership, main- 
tenance or use of the automobile in- 
sured. Similarly, a Property Damage 
contract indemnifies the motorist for 
loss by reason of his legal liability to 
others for damage to or destruction of 
any property (not his own or in his 
charge) in an accident due to the own- 
ership, maintenance or use of his 
automobile. 

Fire and Theft Insurance need no de- 
scription. A Collision policy reim- 
burses the motorist for the damage or 
destruction of his automobile if caused 
by an accidental collision or impact 
with another object or by upset. 

From the standpoint of the motorist, 
Public Liability Insurance is most im- 
portant, because it offers protection 
against a loss which by its nature is un- 
limited and which may be of such a 
size as to engulf all the material pos- 
sessions of the automobile owner. 
Fire and Theft Insurance are perhaps 
next in importance, protecting as they 
do the capital represented by automo- 
tive equipment which in the case of 
fleets, for example, is considerable. 
Property Damage Insurance is equally 
important because, while the damage 
which an automobile may inflict is 
usually limited, there often arise severe 
property damage losses seriously af- 
fecting the motorist’s solvency. Last 
in importance is Collision Insurance. 

The genera] importance of insurance 
and the specific necessity for Public 
Liability Insurance is evident from the 
following newspaper article: 


Heavy Cuams In Trock CRASHES 
Bangrort BROOKLYN Concern 


The Monroe Contracting and Supply 
Company, 272 Monroe Street, Brooklyn, 
filed a voluntary petition in bankruptcy in 
the Federal Court, Brooklyn, yesterday, 
listing liabilities of $221,666, nearly $200,- 
000 of which are judgments for personal in- 
juries obtained by persons struck by the 
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company’s trucks. The assets include 
trucks valued at $20,000 and 8500 in other 
property. 

The Company attempted to save money 
by not carrying liability insurance, it was 
said, because of the high premiums. A 
special fund to meet liabilities in accident 
cases was established, but proved insufh- 
cient. 


Premium VOLUME 


In the year 1925, the automobile 
premium writings of all companies do- 
ing business in the United States was: 












Public liability... . 





$144,000,141 43 2 
Property damage ... 59,273,460 | 17.8 
¡Sia Sues - 35 E 46,272,958 13.9 
Theft . ; : 42,401,760 | 12.7 
Collision... .. ... 41,227,998 | 12.4 
$333,176,818 | 100 0 


The future development of the busi- 
ness may be visualized when it is re- 
membered that today, of the cars on 
the road in the United States, only six- 
teen per cent are insured for Public 
Liability, thirteen per cent for Property 
Damage, two per cent for Collision, 
and perhaps thirty-three and a third 
per cent to fifty per cent for Fire and 
Theft. 

In only a few states do the laws per- 
mit a single company to write all five 
forms of automobile insurance. In 
most states, casualty insurance com- 
panies are not permitted to write auto- 
mobile fire insurance and fire insurance 
companies are not permitted to give 
automobile public hability coverage. 
In actual practice most of the property 
damage insurance is written In con- 
junction with public liability insurance 
in casualty companies. Fire and Theft 
are usually combined in one contract 
issued by the firecompanies. Collision 
Insurance is often provided by rider or 
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endorsemeat attached to the basic 
public liab lity or fire contract, and the 
collision business is about equally 
divided between the fire and casualty 
companies. 


Tee Pouicy CONTRACT 


The pokcy contract is an important 
document It sets forth the insuring 
agreement, the conditions, limitations 
and exclusions to which that agreement 
is subject, and the declarations upon 
which the risk is classified and rated 
and upon which the whole contract is 
predicated. 

The pablic lability and property 
damage contracts are alike in that they 
are both third-party liability coverages. 
That is t> say, the insurance company 
(party af the first part) agrees to 
indemnify the policyholder (party of 
the second part), for loss arising in 
connection with accidents involving— 
not his own person or property—but 
the person and property of another 
(party o] the third part). Fire, theft 
and collision contracts, on the other 
hand, are direct two-party agreements 
whereby the insurance company reim- 
burses the policyholder for loss of, or 
damage to, his own automobile. 


Posuic [LIABILITY 


The Insuring A greement.—The insur- 
ing agreement in the public liability 
contract provides that the company 
will incemnify the policyholder (the 
assured! against loss from the liability 
imposed upon him by law for damages 
on acccunt of bodily injury, including 
death at any time resulting therefrom, 
accidentally suffered by any person or 
persons as a result of the ownership, 
maintenance, or use of the automobile 
described in the policy. In addition 
the company agrees to defend all suits 
for damages, even though groundless, 
to investigate all accidents and nego- 
tiate settlements of claims, and to pay 
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all court costs and expenses arising 
from any legal proceeding defended by 
the company, all interest accruing after 
entry of Judgment, and all expenses in- 
curred by the assured for immediate 
surgical relief imperative at the time 
of the accident. 

These agreements apply to all acci- 
dents occurring -within the United 
States and Canada during the term of 
the policy, which is usually one year. 
The policy does not, however, cover 
the liability of the assured if the auto- 
mobile is operated (a) by any person 
under the age limit fixed by law or 
under the age of sixteen in any event; 
(b) in any race or speed contest; (c) 
for purposes other than those set forth 
in the declarations. ‘Furthermore, the 
policy does not cover any liability im- 
posed by a Workmen’s Compensation 
law nor does it cover the assured’s 
liability for injuries suffered by his 
employes while engaged in the duties 
of their employment, other than do- 
mestic servants who do not operate or 
care for the assured’s automobile. 

An important feature of the public 
lability contract is the so-called Omni- 
bus Coverage clause. The word “om- 
nibus” has in this connection the Latin 
meaning “for all,” and the omnibus 
clause extends the insuring agreements 
of the policy so as to apply to any per- 
son while riding in or legally operating 
the automobile described, and to any 
person, firm or corporation legally 
responsible for its operation, provided 
such operation is with the permission 
of the assured or of an adult member of 
his household. This clause is not con- 
tained in policies covering public 
passenger carrying vehicles and ga- 
rages. 

The use of the Omnibus Coverage 
clause is indicative of the later and 
more liberal view that the insurance 
should follow the car rather than the 
individual named in the policy. To- 
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day, the policies issued by practically 
all reputable companies cover all per- 
sons and interests (subject of course to 
the provisions and basic limitations 
of the policy) liable for the operation 
of the automobile insured. ‘The use of 
the Omnibus clause is not entirely uni- 
versal and it is therefore particularly 
important that the motorist see to it 
that his policy contains the broad 
coverage which that clause affords. 

The Bankruptcy and Insolvency 
clause is another important feature of 
the policy which has the effect of mak- 
ing it a contract of insurance rather 
than a contract of indemnity. It 
provides that the bankruptcy or in- 
solvency of the assured shall not release 
the msurance company from the pay- 
ment of loss thereunder, and that if 
execution against the assured is re- 
turned unsatisfied, the injured person, 
or his personal representative in case of 
death, may maintain an action against 
the company for the amount of the 
judgment obtained 

Conditions and Limitations —The 
automobile public liability contract 
contains the usual conditions respect- 
ing the co-operation of the assured, 
prompt notice of accidents, cancella- 
tion procedure, inspection and other 
provisions necessary to the insurance 
transaction. Certain monetary limits 
are placed on the liability of the com- 
pany and these deserve careful con- 
sideration. 

The contract provides that the 
liability of the company shall be 
limited to the sum of $5000 as respects 
the injury or death of one person and 
subject to that amount per person to a 
total of $10,000 for all injuries including 
death arising from any one accident. 
These limits of $5000 and $10,000 re- 
spectively are known as standard limits 
and are commonly referred to as “five 
and ten.” 

Policies can be and are in a great 


157 


many cases written for higher or 
“excess” limits. In fact, over half of 
the automobile public liability policies 
issued by the casualty companies in 
the United States are written for limits 
of ten and twenty and higher. Verdicts 
are constantly increasing and the 
motorist possessed of a fair amount of 
property needs at least ten and twenty 
limits if not twenty-five and fifty. 
The following verdicts recently ren- 
dered in connection with automobile 
accident damage suits indicate that the 
standard five and ten limits are no 
longer adequate: 


The Supreme Court of Brooklyn, New 
York, returned a verdict of $20,000 for 
Wiliam Fallon, a chauffeur whose arm was 
paralyzed as a result of a collision between 
bis car and the defendant’s car. 

Miss Helen Mooney was awarded 350,- 
000 damages from the owner of a truck 
which ran her down inflicting serious 
permanent injuries. 

The Appellate Division of the State of 
New York sustained a verdict in the sum of 
$20.138 rendered by a jury in the Supreme 
Court in favor of Mrs. Grace McGinley in 
connection with the death of her son who 
was run down by an automobile. 


Property DAMAGE 


The Property Damage contract re- 
sembles the Public Liability contract 
very closely except that it is concerned 
with damage to or destruction of prop- 
erty instead of personal injury and 
death. The insuring clause definitely 
excludes coverage for property of the 
assured or property in the custody of 
the assured, property rented or leased, 
and property carried in or upon the 
assured’s automobile. 

The Property Damage policy is writ- 
ten for a limit of $1000 which applies to 
all damage sustained as the result of a 
single accident. Here again, insurance 
may be obtained in amounts greater 
than the standard limit of $1000. 
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COLLISION 


The Collision Insurance contract 
indemnifies the automobile owner 
against the actual loss of or damage to 
his automobile if caused solely by ac- 
cidental collision with another object 
fixed or moving or by upset. 

Collision Insurance is written as a full 
coverage form and as a deductible form. 
Under the full coverage form, the in- 
surance company undertakes to reim- 
burse the automobile owner for any 
loss, no matter how slight. Obviously, 
the premium for this form of insurance 
is high, because the insurance company 
is called upon to pay damages for the 
great number of scratches and dents 
which the automobile suffers in ordinary 
operation through traffic. 

Under the deductible form of policy 
each claim is separately adjusted and 
from the amount of each claim a certain 
fixed sum is deducted and the in- 
surance company is liable for loss in 
excess of that amount only. Thus, 
under a $50 deductible form, the 
policynolder pays all small losses of $50 
and less, and also pays the first $50 on 
all losses exceeding that figure. The 
insurance company pays that which 
remains of the loss after $50 has been 
deducted. At the present time, the 
popular deductibles are in the amounts 
of $50, $100 and 8250. The cost of 
deductible collision insurance, especially 
on the larger deductibles, is small be- 
cause the company is obligated to pay 
only the large losses which ordinarily 
are a burden on the assured. 


Fire 


The Automobile Fire Insurance pol- 
icy mdemnifies the automobile owner 
for loss or damage to his automobile 
caused by the perils of fire, lightning 
and transportation. The insuring 
agreement provides that the company 
will pay loss through fire “arising from 
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any cause whatsoever” and further 
provides reimbursement for the assured 
in the event that the automobile is 
damaged or destroyed through the 
sinking, collision or derailment of any 
conveyance upon which the auto- 
mobile is being transported on land or 
water. , 

Limitation of Inability —The form of 
contract in most general use today is 
called the “non-valued”’ form and the 
company’s liability is limited to the 
actual cash value of the automobile 
insured at the time loss or damage 
occurs. 

Several years ago, the “valued” 
form was quite common and under that 
contract the assured was entitled, in 
the event of total loss, to all of the fixed 
sum stated in the policy at its inception 
date. This “valued” form was dis- 
continued because of the opportunity 
which it gave to unscrupulous assured 
to make money under their policies 
when the value of the automobile at the 
time of destruction was less than the 
fixed sum stated in the policy. 

The present “non-valued ” form usu- 
ally contains a fixed sum which limits 
the company’s liability in any event, 
subject always to the actual cash value 
of the property at the time of its de- 


struction. There has been a growing 


sentiment, however, to eliminate the 
fixed sum altogether and to write a “no 
amount” policy. The adjustment of 
losses under the “no amount” policy is 
made on exactly the same basis as 
under the regular “non-valued”’ form, 
but it is contended that the elimination 
of the fixed amount will obviate much 
of the unhealthy competition among 
agents in constantly seeking the nam- 
ing of higher amounts of insurance in 
policies. Then, too, the elimination of 
the amount of insurance will remove 
the suspicion which formerly obtained 
in the minds of many assured, who felt 
that they were being cheated if they 
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obtained less than the amount stated 
in the policy in the event of total 
loss. 

In certain congested centers of 
population where the risk of insuring 


automobiles against the perils of fire is 


particularly severe, most Ore com- 
panies have restricted the coverage af- 
forded by the use of the “three-fourths 
value” clause, whereby the company’s 
liability is limited to an amount not 
greater than seventy-five per cent of the 
actual cash value of the automobile at 
the time of its damage or destruction. 


THEFT INSURANCE 


The insuring agreement of the Theft 
contract indemnifies the automobile 
owner against loss or damage to his 
automobile through theft, robbery and 
pilferage. 

The standard theft contract does not 
cover theft by any person in the as- 
sured’s household or in his service or 
employment. Furthermore, the con- 
tract does not cover the theft, robbery 
or pilferage of tools or repair equipment 
except in the case of the theft of the 
entire automobile. There are certain 
other exclusions dealing with voluntary 
parting with title, wrongful conversion 
by a mortgagor, etc., which should be 
carefully understood by the policy- 
holder. 

The “three-fourths value” clause 
previously described for fire insurance 
has its application to theft insurance 
under extra-hazardous conditions, and 
the theft coverage may be even further 
restricted by excluding coverage on 
motor meters, extra tires, tubes, rims, 
wheels and extra or ornamental fittings, 
unless the entire automobile is stolen. 
The loss arising from the theft of equip- 
ment has been so severe that the stand- 
ard companies have discontinued the 
writing of the unlimited coverage en- 
tirely in some parts of the United 
States. In other territory policies are 
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usually written on the restricted basis 
but full coverage is sold for an extra 
premium. 


Basis oF PREMIUM CHARGES 


The rates for all five forms of 
automobile insurance vary territorially. 
For example, rates for publie liability 
and property damage insurance are 
highest in New York City and lowest in 
the rural districts of the South and 
West. As might naturally be expected, 
these territorial rate groups or zones 
are most numerous for public liability 
and property damage because of the 
considerable variation in the trafic 
hazard throughout the United States 
and the number of zones is least for fire 
and theft insurance. 

Automobile rates also vary by four 
main divisions or types of risks. There 
is a distinct set of rates for cars of the 
private passenger type, another for 
commercial cars and trucks, a third for 
public passenger carrying vehicles, and 
a fourth for garages and dealers, the 
last being a type of risk rather than a 
particular type of vehicle. These four 
main types are further subdivided into 
what are known as classifications. For 
example, cars of the private passenger 
type are divided, for the purpose of 
public liability and property damage 
insurance, into three groups dependent 
upon the following criteria: horse- 
power, shipping weight, wheel base, 
engine displacement and list price. 
For purposes of collision insurance, the 
private passenger cars are divided into 
ten groups reflecting relativity in list 
price and type of construction, and are 
further subdivided into “new” cars and 
“old” cars, “new” cars being deined 
as cars purchased new not more than 
six months prior to the date of the at- 
tachment of insurance. For fire in- 
surance, cars of the private passenger 
type are divided into four age groups; 
for theft, there is no differential for age, 
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and there is a further classification on 
the basis of the car's susceptibility to 
the fire and theft hazards. 

Cars of the commercial type are sub- 
divided as respects public liability and 
property damage insurance into classi- 
fications depending on theload capacity 
of the vehicle and the business in which 
itis used. Cars of the general category 
of public passenger carrying vehicles 
are in turn subdivided into the taxicab, 
private livery, public livery and jitney 
and bus classifications. 

Under certain conditions discounts 
are allowed from the established rates 
for the attachment of devices tending 
to decrease the hazard. For example, 
a ten per cent reduction from the colli- 
sion rate is allowed for the attachment 
of an approved front bumper on 
private passenger cars, and an addi- 
tional two and one-half per cent dis- 
count is allowed for the attachment of 
an approved rear bumper. Discounts 
of fifteen per cent and twenty per cent, 
dependent upon the nature of the de- 
vice, are allowed from the theft rate if 
the automobile is equipped with a lock- 
ing device. All these devices are tested 
and approved by the Underwriters’ 
Laboratories, Inc., of Chicago, which 
acts for a number of the insurance 
companies as an engineering advisory 
body. 


AUTOMOBILE RATE-MAKING 


Automobile rates are developed from 
the experience, t.e. the loss records, of 
the insurance companies. The rate- 
making activities of the stock com- 
panies are centered in the National 
Bureau of Casualty and Surety Under- 
writers, and the National Automobile 
Underwriters Conference. The Na- 
tional Bureau develops public liability 
rates; the National Conference fire and 
theft rates, and these organizations co- 
operate as respects property damage 
and collision. 
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The individual companies, members 
of these organizations, keep -detailed 
records of cars insured, premiums col- 
lected, and the losses paid on the busi-. 
ness which they individually insure, 
and the deta of all companies are sub- 
mitted to the national organizations 
for compilation and analysis. By a 
system of cost analysis, it is possible to 
ascertain the cost of insuring automo- 
biles against the various hazards in 
particular communities and in particu- 
lar classifications. This analysis goes 
into great refinement, especially for the 
casualty coverages. Under the system 
used by the casualty companies, for 
example, it is possible to ascertain the 
cost of insuring automobiles in each of 
two hundred and fifty or more terri- 
tories. 

The rate for automobile insurance, 
like the rate for other kinds of in- 
surance, is made up of two elements: 
first, a loss element which is ascertained 
from the loss experience of the com- 
panies; and second, an expense element 
which is obtained from the account- 
ing records of the companies and 
shows the cost of doing business. A 


moderate factor for underwriting 
profit is included with the expense 
loading. 


As the science of rate-making has ad- 
vanced, automobile rates more and 
more reflect the actual conditions of a 
particular community which make for 
the hazards against which insurance is 
provided. The public liability rates, 
for example, are an index of the fre- 
quency of personal injury accidents in 
relation to the cars on the road in dif- 
ferent cities and states. ‘This fact is of 
considerable public importance because 
it indicates that the individual com- 
munity may, in a sense, control its own 
insurance rate by taking such measures 
as will reduce the frequency of acci- 
dents in relation to the insured auto- 
mobiles. 


= 


AUTOMOBILE INSURANCE 


EXPERIENCE RATING 


Experience rating is made available 
to the owners of fleets of ten or more 
automobiles insured for at least two 
years in connection with automobile 
publie liability and property damage 
insurance. Experience rating may be 
defined as a mathematical process of 
determining the departure of the in- 
dividual risk experience from the ex- 
perience of the classification into which 
it has been placed for rating purposes, 
and of recognizing that departure by a 
credit if the individual risk experience 
is better than the classification ex- 
perience, or by a debit if the individual 
experience is worse than the average 
experience. 

In other words, if the individual fleet 
operator, by the employment of careful, 
responsible operators, by the use of 
proper equipment, and by the exercise 
of eternal vigilance, succeeds in cutting 
down his accidents so that his mdivid- 
ual record is better than that of a 
majority of the risks mm his classifica- 
tion, he may be rewarded for his activ- 
ity by a discount from the base or 
manual rate for his insurance. Con- 
versely, bad risks, which, through mis- 
management and carelessness, produce 
an unfavorable loss record, are penal- 
ized by the application of a debit or 
charge to their basic insurance rate. 
Quite obviously, the experience rating 
plan puts a premium on carefulness. 

Individual fire and theft rates are 
also developed for eligible fleets of 
automobiles, but the experience of the 
risk is only one of several elements 
taken into account in the development 
of rates. 


PRESENT AND FUTURE PROBLEMS 


One of the chief problems confront- 
ing the insurance companies today is 
the problem of the moral hazard. The 
moral hazard 1s difficult to define, but 
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it embraces the intangible human 
frailties and propensities which cannot 
be measured by any rating system and 
which cannot be accounted for in 
advance by a requisite premium charge. 
The presence of the moral hazard in fire 
insurance led to the abolition of the 
“valued” fire contract. The presence 
of the moral hazard in connection with 
collision insurance has made the full 
coverage form generally unprofitable, 
so that its elimination has been seriously 
considered by the underwriters. 

In recent years a new element has 
been added to the moral hazard inher- 
ent in the writing of automobile public 
liability insurance, and that element is 
commonly known as the “guest” 
hazard. Close friends of the assured, 
in fact his immediate relatives, at- 
tempt to sue him for damages resulting 
from injury sustained by them while 
riding in his car. In ninety-nine cases 
out of a hundred there is collusion be- 
tween the assured and the person 
bringing suit and were it not for the 
fact that the insurance company 18 
obligated to stand behind the assured 
and reimburse him for loss, the suit 
would never be brought. 

Attention has lately been centered 
on the question of whether or not the 
instalment payment of premiums 
should be permitted on individual car 
risks. It is felt by some that it should 
be possible for the purchasers of in- 
surance to pay their premiums in three 
or four instalments and that the prac- 
tice of requiring the payment of 
premiums in advance should give way 
to the new economic order of things. 
It is urged that such a system would 
reduce the resistence which is now en- 
countered in selling Insurance, 2s- 
pecially in some of the larger cities 
where premiums are high. The cp- 
ponents of that program feel that the 
instalment payment basis could not be 
applied without an expenditure upon 
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the part of the companies of a con- 
siderable sum to take care of a quad- 
rupling of their statistical and ac- 
counting procedure. Furthermore, it 
is argued, the instalment plan is hardly 


a feasible proposition for the average 
insurance agent who is compelled to 
devote most of his time to the soliciting 
of business and has little time left for 
the quarterly collection of premiums. 
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Compulsory Automobile Insurance 


By Harry J. Loman, PH.D. 
Professor of Insurance, Wharton School of Finance and Commerce, University of Pennsylvania 


HERE were 22,342,457 automo- 

biles registered in the United 
States during the year 1926, This is an 
increase of 11.2 per cent over 1925 and 
about a 400 per cent increase for the 
past ten years. When marveling at the 
phenomenal growth of this now indis- 
pensable transportation convenience 
one is very apt to forget that each year 
it is exacting a human toll which in 
- 1926 involved over 20,000 fatalities, 
upwards of 40,000 serious injuries and 
about 500,000 minor injuries. More- 
over, these figures are increasing from 
year to year, although it is gratifying 
to know they have until the last two 
years showed a marked tendency to 
decrease on a per car basis. 

Everyone agrees that from a purely 
humanitarian viewpoint every effort 
should be made to curb the losses and 
suffering occasioned by this juggernaut, 
but no adequate remedy has yet been 
found. 


Economic Loss Cacsmp BY 
AUTOMOBILES 


Aside from the humane aspect of 
the problem we must also consider the 
economic significance of this destruc- 
tion of man power. It is frequently as- 
serted that most. of those injured and 
killed by automobiles are either chil- 
dren or aged persons. From the few 
figures which are available it would 
seem about twenty per cent of them 
are over fifty-five and about thirty 
per cent under fifteen years of age. 
Surely then it would be conservative to 
say that not more than twenty per cent 
have passed their period of econoniic 
usefulness, especially in this age of 


preventive medicine when most chil- 
dren who live to be old enough to walk 
in front of automobiles have excellent 
chances of reaching maturity, provid- 
ing one of the said automobiles does 
not hit them. If we assume the re- 
maining eighty per cent otherwise 
might have enjoyed, on the average, 
twenty additional years of productive 
life, the economic loss may be cal- 
culated as follows: 

(1) Eighty per cent of the 20,000 
killed or 16,000 x 20 years=a loss of 
820,000 productive years. 

(2) If each of these years is valued 
conservatively at $1000 the annual 
death losses amount to $320,000,000. 

(3) If we add the other serious and 
minor accidents which cause an eco- 
nomic loss equivalent at least to the 
losses resulting from death, we have a 
total of $640,000,000. 

To make matters worse, in most 
accidents the individuals and families 
who are least able to afford the loss of a 
productive member of a family are the 
hardest hit, especially since precious 
few of them find it possible to collect 
adequate damages. 

We have before us then a twofold 
problem of reducing automobile acci- 
dents and indemnifying those who have 
suffered personal loss or injury. To 
attain these ends it has been sug- 
gested we have rigid enforcement of 
stringent traffic laws and more auto- 
mobile insurance. In fact, the finan- 
cial inabilty of many automobile owners 
to pay the consequences of ownership 
and operation of automobiles has given 
rise to a very insistent demand that 
the state shall bring compulsion to bear 
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on those whc have not seen fit to meet 
their obligations voluntarily. Specif- 
ically this takes the form of compulsory 
automobile insurance. Although prac- 
tically every state with densely popu- 
lated areas has had compulsory auto- 
mobile insurance laws proposed, thus 
far Massachusetts is the only state 
which has passed a comprehensive law 
of this naturz. 


MASSACHUSETTS COMPULSORY Avto- 
MOBILE [IABILITY SECURITY Act 


It may b2 of interest to summarize 
at this pomt the provisions of the 
Massachusetts law. At the 1925 legis- 
lative session a law was enacted known 
as the Massachusetts Compulsory 
Automobile Liability Security Act, 
which provides that before an auto- 
mobile owner can obtain a license for 
‘1927 he must present a certificate 
showing that he has provided for the 
payment cf legal and valid personal 
injury claims arising out of his negli- 
gence, the claimant being faultless 

The form of the security may be: 

(1) A Motor Vehicle Liability Pol- 
icy with limits of $5000- 
$10,000 or 

(2) A Motor Vehicle Liability 
Bond with the same limits 


or 
(3) A deposit of 85000 in cash or 
acceptable securities. 

In order to be certain that the evi- 
dence of financial responsibility is 
proper and adequate the insurance 
policies and rates must be approved by 
the State Insurance Department or if 
securities are used they must be accept- 
able to the Division of Highways. 

The law does not apply to visiting 
non-residents who because of their short 
stay may not be required by law to 
register their automobile nor to the 
state or its political subdivisions, cor- 
porations subject to the supervision of 
the Department of Public Utilities, 
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street railways under public control 
and registrants now required by previ- 
ous laws to furnish security. 


REASONS FOR SCARCITY OF SUCH 
Laws 


If the bulk of the economic loss as 
previously indicated falls upon the 
poorer classes and they go unimdemni- 
fied, it may be asked why have so many 
states considered remedial legislation 
and failed to enact it? The answer is: 
because such proposals have received 
only passive support and very active 
resistance. 

Since most citizens are exposed to 
the danger of the automobile and desire 
to collect damages if they are injured, 
it would seem that this kind of legis- 
lation would receive almost universal 
support. However, such is not the 
case and the organized efforts of auto- 
mobile clubs, insurance companies and 
the farmers have successfully prevented 
the passage of these laws. 

Many arguments against this legis- 
lation have been presented by the op- 
posing groups and it is our intention to 
enumerate and examine the more im- 
portant of them. Inasmuch as not all 
the proposed laws have been alike fun- 
damentally, i.e. some provide compul- 
sory insurance for the awards arising 
out of negligence while others contem- 
plate an overthrow of the doctrine of 
personal fault and place a presumption 
of responsibility on the motorist, it is 
necessary to separate the two groups of 
arguments and we will treat them in the 
same order in which they have been 
mentioned. 

Arguments Against Compulsory 
Automobile Liability Insurance.—(1) 
It is claimed that instead of decreasing 
the accidents there will be a tremen- 
dous increase. The theory of this Is 
that the compulsory assumption of the 
financial responsibility of accidents 
certainly will not make drivers more 
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careful, but quite to the contrary many 
of those who were formerly careful on 
account of the fear of individual finan- 
cial responsibility will now become 
careless because they are insured. 

Many persons have proceeded on the 
theory that since insurance companies 
usually select their risks they will elimi- 
nate the reckless and incompetent, but 
a law compelling the owner to be in- 
sured does not reach all of the overators 
of cars and hence the supervisory in- 
fluence of the insurance companies over 
the persons whom they insure will not 
reach many of the reckless and incom- 
petent drivers. 

(2) Only forty per cent of those who 
” sustain personal damage are legally 
entitled to collect. Of these only one- 
fourth fail to collect because of finan- 
cial irresponsibility. This means that 
not more than ten per cent of the total 
cases are without the protection which 
compulsory liability insurance would 
give them. 

(3) There will be a considerable in- 
crease in the cost of automobile liability 
insurance. The cost of this insurance 
already averages $80 per car and since 
ecmpulsory insurance will not reduce 
accidents because of the reasons given 
in a preceding argument, the cost will 
move upwards. Besides, the knowl- 
edge that insurance is carried will bring 
in the claims of guests and members of 
the family of the insured who are in- 
jured while riding in his car, a large 
increase in dishonest claims aimed to 
defraud the insurance companies and 
many other suits which under the 
present circumstances would not be 
commenced, Then, too. juries are 
notoriously generous with the funds of 
large corporations and if every auto- 
mobile is compulsorily insured they 
will know the eventual payment will 
not come out of the pocket of the de- 
fendant motorist and the consequence 
will be a tendency to increase the size 
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of the award. All of these factors will 
be reflected in the rates which un- 
doubtedly must be increased to cover 
the new hazards. Moreover the bur- 
den of additional litigation will further 
clog our already congested courts and 
increase the costs of the administration 
of justice. 

(4) It is claimed that the heaviest 


‘burden of the increased cost will fal 


upon the eighty per cent of un-insured 
owners, who are for the most part care- 
ful and responsible drivers and for rea- 
sons best known to themselves have not 
seen fit to carry insurance. It is esti- 
mated about fifty per cent of the owners 
in city territory are already insured and 
most of the cars in rural districts are 
owned by farmers and business men 
who are responsible at least to the 
extent of the average judgment. 

(5) A large number of cases cannot 
be reached because a state cannot im- 
pose insurance on a visiting car which 
is not required to obtain a license, nor 
does a state have extra-territorial juris- 
diction over its own licensed cars when 
they travel out of the state. Injuries 
occurring on private property, or 
caused by criminals or those who es- 
cape from the scene without bemg 
identified will not be benefited by such 
a law. 

(6) It would lead to the socialization 
of insurance and more government in 
business. If the state is going to ccm- 
pel its citizens to insure there will be 
constant agitation for the state to 
furnish the protection at cost. Then 
the state will have to compel the in- 
surance companies to accept risks 
which their better underwriting judg- 
ment tells them to reject and at rates 
which are dictated by the state. Since 
this would cause the private compames 
to withdraw from the states which im- 
posed such obligations, it involves a 
further extension of the doctrine of 
paternalism in the form of state in- 
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surance. Furthermore, if it is logical 
to compel motorists to insure their 
liability, all others against whom awards 
might be made should be compelled to 
do likewise. 

(7) Legal compulsion has never been 
and never will be popular. Whenever 
a compulsory law is unpopular it breeds 
contempt and leads to evasion. Com- 


pulsory automobile liability insurance ' 


is unpopular with many persons and 
therefore the social consequences are 
likely to be highly undesirable. In 
addition there is some doubt as to the 
legality of such compulsion. 


The foregoing is merely a presenta- 
tion of the principal arguments against 
compulsory automobile insurance, but 
there is a lack of agreement concerning 
their validity and hence in all fairness 
we should consider the other side. Let 
us turn then to an analysis of these 
arguments following the same order in 
which they have been stated. 

An Analysis of the Arguments Against 
Compulsory Automobile Liability In- 
surance.—(1) It is generally conceded 
that the transfer of individual respon- 
sibility is not likely to make automobile 
drivers more careful. It is expected 
that most laws requiring automobile 
lability insurance will be similar to the 
Massachusetts law in compelling the 
automobile owner to obtain insurance 
as a prerequisite to the granting of a 
license. Naturally the insurance com- 
panies will refuse to provide coverage 
to those persons whose records show 
them to be notoriously reckless drivers. 
At least this will have the effect of 
preventing a number of undesirable 
persons from securing licenses. 

, (2) The statement that not more than 
ten per cent of such losses go unsatis- 
fied because of financial responsibility 
is based on a series of estimates and 
may be disputed. In any event this 
fact seems certain, namely, that the 
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number of accidents which go without 
indemnification does not necessarily 
bear any relation to the amount of the 
economic loss which has been sustained. 
This is due to the willingness to settle 
minor claims rather than dispute them, 
although a serious claim would be vig- 
orously fought. And furthermore, this 
applies not only to the uninsured risks 
but also to the insurance companies 
who have placed what is commonly 
known as a nuisance value on small 
claims. They say it costs less to pay 
these claims without dispute than to 
allow them to be argued before a jury. 
(3) If the accidents are not reduced 
the cost to certain groups of policy- 
holders will no doubt be increased, not 
only because of the greater possibilities 
of fraudulent claims but also because 
juries will be more liberal. However, 
it does not follow that the average cost 
per car will rise; in fact it will no doubt 
go lower. It is estimated that about 
twenty per cent of all the automobile 
owners in the United States are insured. 
In cities of 150,000 to 500,000 popula- 
tion from thirty-three per cent to 
forty-seven and one half per cent are 
insured, and in cities over 500,000 it is 
estimated forty-seven and one half per 
cent and upwards are insured. There- 
fore the majority of the uninsured are 
located in the less hazardous districts 
and their rates should be much lower. 
The statement that accidents will 
not be reduced is also debatable. Per- 
haps some persons will become more 
reckless if they are no longer financially 
responsible, but the fear of not being 
able to get a license unless insurance has 
been obtained and the des:re to reduce 
the cost of insurance will have some 
effect. It is a well known fact that or- 
ganized efforts toward the reduction of 
insurable losses follows the issuance of 
insurance and does not precede. Con- 
sider for a moment, the efforts and suc- 
cess of the fire imsurance companies 
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toward the reduction of fire waste in 
recent years, conservation of life by the 
life insurance companies and the reduc- 
tion of industrial accidents by the 
casualty companies. Prevention and 
conservation are among the greatest 
services which insurance companies 
are rendering society today, but it 
should be remembered that they did 
not begin these conservation campaigns 
before they had assumed risks. There- 
fore it is quite reasonable to expect the 
insurance companies to live up to their 
reputation in dealing with automobile 
accidents. Moreover, at the present 
time nearly one half of an automobile 
liability insurance premium is used for 
-expenses other than the amounts paid 
to claimants. If everyone must have 
the insurance the increased volume of 
business should enable some savings in 
expenses, especially those having to do 
with acquisition. 

(4) Very few of the eighty per cent 
of uninsured owners are both innocent 
and responsible. In the first place the 
““innocence” of a motorist has usually 
been considered synonymous with a 
spotless accident record. Merely be- 
cause ninety-five per cent of the motor- 
ists have no accidents in a given year is 
no reason for concluding they will not 
have any in the yearsto come, any more 
than it is logical to say a given indus- 
trial risk does not need compensation 
insurance because it has only one 
serious accident in twenty years, or 
that fire insurance is unnecessary be- 
cause less than one per cent of the 
insured risks will have a fire during the 
next year. 

The conclusions as to carefulness and 
innocence are no doubt based on lack 
of sufficient exposure. To say that a 
small percentage of habitually reckless 
drivers cause most of the accidents is 
Y unwarranted in the absence of statis- 
tics showing the mileage driven by 
those persons who have had more than 
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one accident. Even the most cautious 
and clever drivers have serious acci- 
dents and any motorist who covers any 
considerable mileage knows perfectly 
well that he does not have his car un- 
der complete control at all times. It 
is at just such a time when accidents 
happen. 

Although nearly one half of the city- 
owned cars are insured, the other half 
presumably belong very largely to 
persons without financial responsibility. 
It is said that most of those in rural 
districts can meet the average judg- 
ment. That is very likely true because 
the average judgment is about €300. 
However the average is misleading as 
may be shown from the claims settled 
by a number of insurance companies in 
1923-24, The total payments of 142,- 
841 claims amounted to $42,089,011. 
Of these 124,606 were settled for 8500 
or less or a total of $14,227,678. The 
balance of 18,235 claims were settled 
for over $500 each or a total of $27,- 
811,883, 

(5) The argument that a state lacks 
extra-territorial Jurisdiction is really 
begging the question, because it is a 
well known fact that ordinarily cars 
cover most of their mileage in the state 
where they are licensed. However, the 
real answer to this argument is for all 
states to have compulsory insurance 
and then the question of extra-terri- 
torial jurisdiction will not arise. 

(6) Undoubtedly a law compelling 
insurance is meaningless unless the 
state assures the citizens of its avail- 
ability. However, it does not follow 
that the institution of insurance will 
be taken over by the state nor com- 
pulsory insurance extended to other 
forms of liability. 

Experiments in state insurance other 
than where insurance has been made 
compulsory have not been very suc- 
cessful in the United States and few 
persons desire an extension of the 
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paternalistic principle. Also, we are 
not justified in concluding that liability 
of every description should be compul- 
sorily insured. Such compulsion is 
necessary only when the failure to in- 
sure creates a problem of national pub- 
lic interest and consequence. Inas- 
much as the automobile is killing at 
least sixty per cent more persons each 
year than die of industrial accidents, 
it already has reached that stage. Nor 
does it follow that the msurance will 
be written exclusively by the state and 
in all probability best results would be 
obtained by competitive state insur- 
ance. If the insurance men, who are 
at present cpposing compulsory auto- 
mobile insurance because of the fear of 
state insurance, would promote legisla- 
tion which provides for competitive 
state insurance, they would be really 
promoting the cause of insurance. 

(7) Of course none of us relish legal 
compulsion but it must be remembered 
the purpose of compulsory insurance is 
twofold: to furnish protection to the 
injured members of society and to 
place the financial burden where it 
belongs. Unless we are anarchists and 
do not believe in government we must 
admit that one of the functions of gov- 
ernment is to protect its citizens. 
The performance of this duty has al- 
ways brought objections from the 
groups who are most affected by regu- 
lation and yet it seems impossible to 
maintain law and order in any other 
way. 


Keeping in mind the purpose of com- 
pulsory automobile liability insurance, 
a review of the foregoing arguments 
pro and con leads one to the conclusion 
that the case in its favor is not very 
convincing. There is indeed a serious 
doubt whether it anywhere nearly 
approaches a solution of our problems 
of accident reduction and indemnifi- 
cation, especially since sixty per cent 
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of the injury cases will not be benefited 
by compulsory liability insurance. ` 


AN rc PLAN 


On account of the disadvantages of 
compulsory automobile liability in- 
surance and the inadequacy of the sys- 
tem of personal injury suits, it has been 
suggested that the whole matter be 
placed on the same basis as workmen’s 
compensation, t.e. consider these acci- 
dents as a natural and inevitable 
consequence of the operation of auto- 
mobiles, make the motorist responsible 
to all parties to whom he causes per- 
sonal damage regardless of the doctrine 
oí personal fault, pay them according 
to a schedule of benefits adjusted to. 
their wages, and consider the cost of the 
insurance for such payments the same 
as any other operating expense. This 
would protect the great number who 
are now unable to collect damages and 
remove the burden of proof from the 
injured party, who is now at a great 
disadvantage because there are fre- 
quently no witnesses except the occu- 
pants of the automobile. 

Objections to this Plan.—It is 
claimed this remedy has all the short- 
comings of compulsory liability insur- 
ance except that the number of eligible 
beneficiaries will be increased, and in 
addition has some objections of ils own 
which are even more important. The 
latter are as follows: 

(1) Such legislation would involve 
the abolition of the common law of 
negligence and the doctrine of personal 
fault. This will mean that responsible 
and innocent drivers will be forced to 
pay damages whether they are to 
blame or not. According to many 
lawyers this is unconstitutional because 
it involves a taking of property without 
due process of law. 

(2) It will lead to an unwarranted \ 
extension of the doctrine of paternal- 
ism such as compulsory accident and 
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health insurance, old age pensions, 
unemployment insurance and the like. 

(3) It is impossible to establish an 
equitable scale of benefits for the pub- 
lic, especially for women and children 
who are not receiving wages. At the 
same time it will prevent persons who 
would otherwise be entitled to large 
damages from obtaining more than a 
limited amount. 

(4) The flood gates will be opened 
for fraudulent claims and malingering 
on a scale greatly in excess cf those 
which might be anticipated even under 
compulsory liability insurance. 

(5) [twill bedifficult if not impossible 
to apply the system to other than 
” pedestrians. 

Analysis of the Objections to this 
Plan.—Insofar as the arguments 
against this plan are similar to those for 
compulsory liability insurance, we do 
not need to duplicate our analysis. 
However, the answers to the additional 
objections deserve consideration. 

(1) With respect to the waiving of 
the legal principle of negligence we al- 
ready have our precedent in Workmen’s 
Compensation Insurance. It is claimed 
by the opponents of this type of law 
that the latter rests on an entirely 
different basis, namely, the contrac- 
tual relation between master and serv- 
ant and therefore is not comparable to 
the liability of a motorist to the public. 
Apparently it has been forgotten that 
less than a hundred years ago the liabil- 
ity of a master to his servant was the 
game as to strangers. It was only over 
a long and tedious period that the com- 
mon law was gradually changed in this 
respect. It is scarcely believable that 
anyone would wish to follow the same 
painful and tortuous route with auto- 
mobile liability, slowly modifying the 
negligence defenses until we eventually 
*” are forced to adopt the compensation 
principle. 

In many respects the damage done 
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by the automobile is comparable to 
that of industry. If we accept the fig- 
ures which tend to show that not more 
than forty per cent of those who are 
killed and injured are legally entitled 
to damages, we do not have to conclude 
that the remaining sixty per cent are 
entirely to blame. Instead they are 
usually victims of a combination of cir- 
cumstances frequently impersonal in 
character and since the burden of proof 
is on them to show they are without 
fault and the motorist was entirely to 
blame, they are unable to collect. 
This is especially difficult in the case of 
pedestrians struck by automobiles and 
constituting more than one half of 
those involved in personal injury acci- 
dents. ‘The injured person seldom 
knows what hit him, let alone the at- 
tendant circumstances. As if this were 
not sufficient handicap it frequently 
happens that the only witnesses were 
occupants of the motorist’s car. 

Even when the injured party has 
been guilty of contributory negligence 
we must remember that present traffic 
conditions have been caused by the 
automobile. The automobile has been 
developed at a remarkable rate within 
a very few years and has had to use 
the facilities it found available. No 
one is to blame for a lack of ability to 
wholly adapt himself to these changed 
circumstances. Habit and custom can 
only be changed over a long period of 
years and we undoubtedly are becom- 
ing more used to the vagaries of auto- 
mobiles because the number of fatali- 
ties per registered car is now only 
forty per cent of what it was ten years 
ago. In the meantime it seems no 
more than fair and just to compel the 
automobile to bear the financial con- 
sequences incidental to its ownership 
and operation. It is claimed that the 
additional burden would be equivalent 
to the present taxes borne by the auto- 
mobile and amounting to about $667,- 
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000,000 in 1925. At the present time 
the death and injury losses of the family 
breadwinners are borne by the suffer- 
ing families or by general taxation to 
support our public institutions or by 
private contributions to charity. Al- 
though the nation's automobile bill is 
now over eleven billions annually, 1t 
should not be impossible for the busi- 
ness to absorb an additional three 
quarters of a billion. 

The time-honored legal objection to 
every new law-—it is unconstitutional 
—can be surmounted. If laws aimed 
to protect the majority of the citizens of 
a nation are unconstitutional, then the 
Constitution needs changing. The use 
of the word “majority” is used advis- 
edly because it is literally true that 
practically all citizens are exposed to 
the dangers of automobiles. 

(2) In the absence of any great 
need there will be very little agitation 
for the compulsory adoption of these 
other forms of insurance. It is the 
inability of certain social groups to 
take care of themselves which forces 
the government to provide for them; a 
policy sometimes called paternalism. 

(3) No set scale of benefits need be 
prescribed for those who are income 
producers. The law can provide for a 
fixed percentage of wages to be deter- 
mined in some prescribed manner such 
as sixty per cent of the average weekly 
wage for the year preceding the acci- 
dent. In the case of persons who are 
not deprived of any income an arbi- 
trary scale would have to be used. 
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Most persons are willing to accept 
the assurance of the replacement- of 
lost earnings in lieu of the possibility 
of a large award at common law. In 
fact the possibility of collecting more 
than is deserved is one of the defects 
of the personal fault system. 

(4) No doubt a great many fraudu- 
lent claims will be presented just as in 
many other kinds of insurance. How- 


_ ever, we can trust the insurance com- 


panies to reduce this to a minimum. 
(5) Whenever more than one vehi- 
cle is involved in a personal injury acci- 
dent the loss could be adjusted accord- 
ing to the principle of cross-liabilities, 
t.e. the proportion of fault should be 
determined with respect to each vehicle 
and the damage assessed accordingly. 


CONCLUSION 


The only arguments presented in 
this article are those which the inter- 
ested parties have stressed the most. 
However, they should be sufficient to 
show that compulsory automobile in- 
surance is a moot question even though 
much of the discussion is based on 
deductive reasoning. If simple induc- 
tive methods were available in the 
solution of socio-economic problems, as 
they are in those of chemistry and 
physics, we could soon say decisively 
what should be done. As it is, a posi- 
tive answer one way or the other is 
nothing more than the judgment of 
individuals as to the importance or 
unimportance of the several arguments. 
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Current Rate-Making Procedure in Workmen's 
Compensation Insurance 


By C. A. Korr, Pa.D. 
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HE principle of workmen's com- 

pensation is based on the philos- 
ophy that industrial injuries are pri- 
marily social, not individual, in origin 
and that therefore losses resulting 
therefrom should be shouldered by 
society and not by the injured worker. 
For the sake of administrative sim- 
plicity,  workmen's compensation 
` statutes charge the employer directly 
with the responsibility of indemnity; 
the employer in turn is presumed to 
assess the consumers of his product 
for this cost in order to reimburse 
himself But a law which merely 
charges the employer with respcnsibility 
is only half a compensation law; it is 
perhaps even more important to see 
that he discharges it! Various methods 
are in use in the different states to 
guarantee the payment of compensa- 
tion awards, but by far the best and 
most usual is the requirement that 
employers carry compensation in- 
surance. 

The crux of workmen’s compensation 
is thus compulsory imsurance. So 
the crux of insurance is the insurance 
premium or rate. There are at least 
two considerations which cause the 
making of compensation insurance 
manual? rates to be of interest not 
only to actuary and technician, but 
to socially well-informed people gen- 
erally. They are briefly: (1) the 

1 Compensation costs are in the nature of a 
tax and for this reason in particular cases the 
procesa of shifting the incidence of the cost may 
be partially or even entirely blocked. 


2 Because of limitations of space, “merit” 
rating cannot be discussed in this article. 


social nature of compensation in- 
surance, its origin resting on the fiat 
of a state legislature, its scope em- 
bracing social groups characterized 
by low mcomes; (2) the importance of 
maintaining compensation insurance 
rates which are neither redundant, 
that is, unfair to the consuming 
public which supports the system, nor 
inadequate, that is, unfair to the 
companies, who in this field are clas- 
sified practically as public utilities. 

The matter of maintaining com- 
pensation rate levels fair to both 
parties at interest is by no means a 
simple one. At times within the last 
ten years the companies have received 
rates more than sufficient to pay losses 
and other costs, In more recent 
vears, the business has on the whole 
not been profitable for the companies. 
In 1924 the stock and mutual com- 
panies of the United States reported 
an underwriting loss of 8.1 per cent; 
in 1925, an underwriting loss of 6.5 per 
cent.? The ten-year average of the 
stock companies, 1916-25, shows an 
underwriting loss of 1.2 per cent, not 
large, but hardly to be viewed with 
equanimity; the mutual companies 
make a better showing for the same 
period, 18.5 per cent underwriting 
gain, but the mutuals wrote only 
about one-fifth of the business.* Cer- 
tainly if the casualty companies relied 
wholly on their compensation business 
they would be in sorry plight. 


1 Casual, Insurance Report, 1926, A. M. 
Best, Inc. 
4 Ibid. 
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Why should the companies lose on 
their compensation insurance business? 
The answer lies in a statement of the 
fundamental difficulties encountered 
in compensation insurance rate-mak- 
ing. They are of two classes: (1) those 
which are socio-economic, that is, 
created by social and business causes; 
(2) those which are actuarial, created 
by the nature of the rate-making data 
themselves. 


DIFFICULTIES ENCOUNTERED 


l. Socio-economic Difficulties.—Al- 
though the ideal of the rate-maker is 
adequate without redundancy, two 
important influences operate to make 
rates too low rather than too high. 
The more important of the two is the 
control exercised by the insurance 
commissioners of the various states, 
which extends in some cases as far as 
the actual calculation of the rate to be 
charged, as in Texas. Usually the 
commissioner’s authority is confined 
to the power of giving or withholding 
his approval of rates, but this gives him 
for practical purposes almost as much 
power as if he were permitted to make 
the rate, and, even assuming the best 
intentions on the part of the com- 
missioner, the system in the long run 
works toward inadequacy rather than 
in the opposite direction. Also the 
large insurance companies have in 
the past few years apparently been 
glad to write the “line” at little or no 
profit, recognizing in it an excellent 
“business getter” or “opening wedge” 
into the general insurance accounts of 
prospective clients. Rate-making diff- 
culties which arise from social and 
business influences are likely to con- 
tinue for some time. 

'2. Actuarial Difficulties.—Up to this 
time we have assumed 1t a simple 
matter to calculate the correct pre- 
mium, and tiat premiums which would 
otherwise be correct are lowered be- 
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cause of socio-economic influences. 
Nothing is farther from the truth. 
Basically the rate calculation is an 
easy one, aS compensation rates are 
expressed as so many cents per $100 of 
payroll. For example, Classification 
6280 (Blasting)'5 reports losses of 
$5000 and payroll of $1,000,000; the 
first amount divided by the second 
results in a pure premium, or loss rate, 
of 8.50. 

But some very real actuarial diffi- 
culties have to be surmounted by 
the rate-maker before he arrives at 
this simple index of loss cost! They 
are of two kinds: (a) those due to the 
necessity of using loss and payroll data 
defective in accuracy because of the pass- 
ing of time; (b) those due to the necessity ` 
of using loss and payroll data defective 
in accuracy because insufficient in 
number. 

(a) Rate-Making Difficulties Due to 
Use of Old Data.—Every rate-maker 
is faced with this first difficulty. It is 
inherent in the rate-making process. 
He must go back in point of time in 
order to secure data sufficiently ample 
so that he may achieve the benefit of 
the law of average, thus avoiding the 
second type of actuarial difficulty 
referred to above. But having decided 
to use old data, he must make a number 
of important corrections in the ex- 
perience as reported if it is to be used 
for making rates to be applied under 
current cost conditions. Between the 
first years represented by his oldest 
data and today, accident frequency 
and severity rates may have changed, 
wage levels may have gone up or down, 
the legislature may have met and 
liberalized the provisions of the law, 

ë The classification, is the compensation 
insurance risk-unit; data are collected and 
rates made by classifications. The classifica- 
tion may represent an entire industry, as cast 
tron pipe manufacturing; a trade or occupation,. 
as carpentry; or a process, as blast furnace 
operation, 
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even an unrevised compensation law 
may be interpreted more and more 
liberally, that is, in favor of the in- 
jured. But data even thus corrected 
are not strictly up-to-date: and a 
rate based on such data might very 
easily be out-of-date before it is printed 
in the manual. This is because in- 
surance rates are applied and charged 
at the beginning of the policy period, 
in compensation insurance one year, 
and a rate based on data corrected only 
to the date of the rate calculation 
does not take into account the changes 
affecting cost which may operate 
during the period of the policy. 

In the developmental stages of rate- 
making, the actuary naturally con- 


* sidered it essential that he devise a 


correction factor for every influence 
affecting the usability of loss and 
payroll data. Not only did he intro- 
duce factors calculated to bring the 
experience up to the level of the time 
of making the rate; he even tried to 
project into the unknown future his 
concept as to what the rate should be 
for the coming year. Although his 
motives were praiseworthy, the result 
was a rate-making machine highly 
complicated, cumbersome, and in spite 
of his best efforts, behind the times. 
No one today realizes better than the 
rate-maker himself the futility of this 
perpetual clutching at a rainbow. Asa 
result correction factors today (1) are 
extremely simple in plan, and (2) are 
confined exclusively to bring data 
epproximately up to the date of the 
rate calculation and do not attempt 
to search out the future. 

(b) Rate-Making Difficulties Due 
to Use of Insufficient Data.—But the 
end of the rate-maker’s trials is not 
yet! He is required to quote in his 
manual of rates a rate for every single 
industry, trade and process in the 
state. There may be only one leather 
tannery in the state; he must have a 
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rate for it nevertheless. To make a 
rate on the basis of the experience of a 
single risk is unthinkable, so the rate- 
maker combines his tannery data with 
those of tanneries of other states. 
This process of combination brings 
with it new difficulties: Losses cannot 
be added without correction because 
they are paid on the basis of individual 
state laws; even assuming exactly 
duplicate laws in two states (which is 
contrary to fact), loss data are not 
comparable because of very real differ- 
ences between states in the attitude of 
boards and courts. Payrolls also should 
not be added without modification 
(although for the sake of expediency 
they may be) because wage levels are 
not the same in different states. 
Rate-Making Under Ideal Condi- 
tions.—In the strict sense there are 
no ideal rate-making conditions; the 
rate-maker always is forced to use old 
data. But he approaches practically 
ideal conditions when he is able to 
make his rate on his own state ex- 
perience. At one swoop he eliminates 
the second of the two actuarial diff- 
culties, that of combining dissimilar 
data. This is an advantage, for no 
matter how skilfully he combines 
dissimilar data, the process of com- 
bination involves assumptions, and 
assumptions (which are based on 
putative relationships) are never as 
satisfactory as relationships which are 
proven. Of course, except in the 
largest industrial states, even a practi- 
cally ideal system is not possible; of the 
forty-three states only nine make no 
use whatever of interstate experience. 
The remaining states use interstate 
rates either wholly or in part. 
Rate-Making on Interstate Experi- 
ence.—The National Council on Com- 
pensation Insurance, with headquarters 
in New York City, is by far the most 
important rate-making agency in its 
field in the United States. Although 
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there are a number of independent 
bureaus engazed in the calculation of 
compensation. insurance rates, the Na- 
tional Council makes rates in thirty- 
four states (every one of the states 
using interstate experience for rate- 
making), and numbers among its 
members most of the leading casualty 
companies. Close liaison is maintained 
with the National Convention of 
Insurance Commissioners, which has 
a permanent representative at the main 
office of the Council. Membership is 
non-partisan. 

In preparing for rate-making pur- 
poses loss and payroll data reported 
from the various states, a number of 
important variables have to be con- 
sidered and measured. The variables 
whose influence it is desirable to exclude 
are those which have an arbitrary 
influence on the statistics representing 
the number and severity of accidents 
as embodied in loss experience, such 
as the number of dollars per week 
indemnity promised for a death or a 
total disability in the compensation 
law, the number of weeks for which 
this indemnity will be paid, the 
duration of the waiting period, if any, 
etc. For example, it is not permissible 
to add the death losses of New York 
for a given classification with those of 
Virginia without correction because in 
New York #5000 may represent the 
indemnity of one death, and in Virginia, 
of two deathz, a difference which may 
be due primarily to the less liberal 
provisions of the Virginia law. The 
purpose of combining the experience 
of different states is to secure a wider 
volume of experience, but insofar as 
possible the combination should repre- 
sent the addition of data reduced to 
terms of a common denominator: 
comparable industrial accident fre- 
quency and severity rates.’ 

6 Wage levels also vary between states and the 
combination of uncorrected payroll data ignores 
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Suppose the rate-maker is engaged-in 
ascertaining the compensation rate 
for Classification 5204: Concrete work, 
buildings, etc., to be applied in Vir- 
ginia in 1927, He realizes that the 
experience of Virginia alone is probably 
not great enough in volume to justify 
the making of a rate on the basis of its 
own experience. When a volume of 
experience is small, it is untrustworthy. 
A low indicated cost (basis of Virginia 
experience), even for a period of 
several years, probably is not due to 
the fact that the industry in Virginia 
is inherently less hazardous than 
elsewhere, but happens because there 
are only a few operations of this type in 
Virginia, and these few operations 
chanced to have a good year or series 
of years. The same doubt is likewise 
raised when a state indicated cost is 
higher than is the general level of the 
rest of the country. The rate-maker 
therefore decides to combine Virginia’s 
experience for this classification with 
the experience of thirty other states. 

What the rate-maker wants is a 
picture of the Virginia loss cost in 
this particular classification, but modi- 
fied by the experience of the remainder 
of the country. If Virginia indicated 
cost is high, the effect of mixing Vir- 
ginia’s high cost experience with the 
lower cost experience of other states 
will be to modify both, raising the cost 
of the other states and lowering that 
for Virginia, but the greater influence 
will be exerted on that of Virginia, 
since it is only one of many states. 


this disparity. In the present revision payrolls 
have not been corrected either for these differ- 
ences or for changes in wage-levels over a period 
of time. Probably interstate differences are so 
tenuous as to be practically non-measurable. 
Differences over a period of time have not been 
corrected because in the early part of the ex- 
perience period wages fell, in the latter, they rose. 
There is consequently no point in revising pay- 
rolla, as the aggregate payroll would remain 
practically as now. 
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If the Virginia indicated loss cost is 
comparatively low, the effect of the 
same operation will be to raise it 
somewhat. In short, since Virginia 
experience cannot be relied upon to 
produce its own rates, the rate-maker 
does the next best thing under the 
circumstances; he calculates an average 
or national pure premium rate. Like 
other averages, this rate is fictitious in 
that it is not precisely correct for any 
particular state, in this case Virginia, 
but in the long run the average rate will 
be more stable and thus more satis- 
factory than the Virginia indicated 
rate. An average rate is naturally not 
as accurate an index of hazard in a 
given classification as a rate made 
from the state’s own experience where 
the state experience is sufficient, but if 
this experience is deficient, the average 
rate offers the only feasible way of 
rate-making. 

Reduced to fundamentals, the opera- 
tion of combining the experience of 
various states is twofold: (1) The 
process of combination itself, that is, 
adding loss and payroll data for thirty 
or more states; (2) the process of 
reverting the results produced by (1) 
in order to make these results ap- 
plicable to a given state, as Virginia. 

Combining Loss and Payroll Data 
for Classification 5204.—As dollars of 
losses are non-comparable as reported 
by the individual states, some common 
denominator must be used to make 
them comparable. In the 1927 Revi- 
sion by the National Council on 
Compensation Insurance, as has been 
the practice since the 1920 revision, 
the cost of workmen’s compensation 
under the New York law has been 
used for this purpose. New York is 
the largest industrial state in the 
country. It presents a great variety of 
industrial classifications, and for this 
reason costs under the New York law 
have been taken as the standard. In 
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various rate revisions during the past 
ten years, various methods have been 
used to “convert,” that is, to “step 
up” or “step down” the actual loss 
experience of individual states to the 
New York basis. At one time, for 
example, the rather simple device was 
used cf comparing the average cost 
of a death for all classifications in 
an individual state, as Virginia, with 
the average cost in New York: if the 
average cost in New York has been 
twenty-five per cent higher than in 
Virginia, obviously, in order to put 
Virginia actual or reported death losses 
on the New York basis, it is only 
necessery to multiply the actual Vir- 
ginia death losses, $100,000 for ex- 
ample, by 125 per cent or $125,000. 
The conversion of the reported losses of 
all the states to the same basis and 
their addition results in a national loss 
figure for the classification; and the 
comparison of these national losses with 
combined state payrolls for the same 
classification produces the national 
pure premium. It will be noted that 
this national pure premium, however, 
is still in terms of the New York 
law. 

The method of converting to the 
New York basis used in the current rate 
revision is known as that of “expe- 
rience differentials,” to indicate the 
fact that the present conversion factors 
are made up from actual loss ard pay- 
roll experience in the various states as 
contrasted with the so-called “law 
differentials” of the early days, which 
were based primarily on a standard 
distribution of accidents, that is, on a 
typical, not an actual array of accidents. 
Experience is reported and premiums 
are calculated for three groups of 
losses: serious, non-serious, and medi- 
cal. There are therefore three, not 
one, conversion factors, corresponding 
to the three loss groups. The formula 
for ascertaining the conversion factor 
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for serious los3es in the 1927 revision 
follows: 


New York, 1913-22, serious actual losses 
(presen: law level) 


New York, —918-22, serious expected losses 
(1918-52 payroll x 1928 Nat. Pure 


Prem.) 


A 


Virginia, 1318-22, serious actual losses 
(presen: law level) 


Virginia, 1£18-22, serious expected losses 
(1918-42 payroll x 1923 Nat. Pure 
Prem.) 


Similar differentials are calculated 
for non-serious and medical losses. 
The loss igures used in calculating 
these differentials are of course those 
for all classifications within the respec- 
tive states, since the purpose of the 
experience differential is to measure 
the differences between the state-wide 
serious loss costs of specified states 
whose data are being converted and 
the state-vide serious loss costs of the 
standard state, New York. A com- 
parison of the actual New York serious 
losses (brought up-to-date by ap- 
propriate modifiers to bring the dollars 
of losses to terms of the present 
compensat.on law) with the expected 
New York serious losses for the same 
period, indicates the extent to which 
the New York law produces serious 
losses greazer or less than the national 
average. Let us assume that New 
York actual serious losses were twenty 
per cent higher than New York 
expected; therefore, New York ex- 
perience for all classifications showed 
a serious Icss cost one-fifth higher than 
that for the country as a whole. If 
a similar >peration is followed using 
the experience of Virginia (and for 
every other state), a similar measure- 
ment of Vi-ginia serious cost compared 
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to the entire country is produced. 
If this ratio of actual to expected losses 
is eighty per cent, it is apparent that 
for the five years 1918-22 (the latest 
available for all the states in the fall of 
1926), Virginia serious losses are twenty 
per cent less than the national average. 
The experience differential or multiplier 
applicable to Virginia serious losses 
in order to bring them to the New York 
present Jaw level is: 120 per cent 
divided by eighty per cent, or a factor 
of 150 (per cent). One hundred and 
fifty per cent times the actual losses 
(brought up to present law level) of Vir- 
ginia in Classification 5204, will produce 
Virginia losses on the New York present 
law basis. If the same process is 
followed for the remaining states whose 
experience is to be used in the com- 
bining operation, the final result will 
represent total United States serious 
losses for Classification 5204. The 
addition of payrolls for the same states 
for the same classification will produce 
the total United States payroll. A 
comparison of the two will produce 
the United States pure premium for 
Classification 5204, still, however, on 
the basis of the New York present law 
level. In the current revision, the 
national pure premiums on the New 
York present law basis for Classifica- 
tion 5204 are: serious, $1.67; non- 
serious, $1.31; medical, $.77. 
Reverting National Pure Premiums 
to Individual State Basis.— The rate- 
maker now has an average loss rate or 
national pure premium, but it cannot 
be used in its present form, since it is 
still on the basis of the present New 
York law, incidentally a higher cost 
basis than that of almost every other 
state. The simplest method yet used 
in compensation rate-making for re- 
verting or “stepping back” national 
pure premiums on the New York basis 
to national pure premiums on an 
individual state basis (Virginia) was 
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to apply to the national pure premiums 
on the New York basis the reciprocal 
of the factor used for conversion. 
For example, in our illustration the 
conversion factor is 150 per cent; to 
revert to the national pure premium on 
the Virginia present law basis, the 
serious pure premium of $1.67 would 
be multiplied by 66.66 per cent (the 
reciprocal of 150 per cent) or about 
$1.11. Substantially the same method 
is used in the present revision, with 
two modifications.” The national pure 
premiums based on the years 1918-22, 
as derived above, are multiplied by 
total payrolls for all classes, the result 
being expected losses for the entire state 
of Virginia for all compensation risks 
` written (on the New York present law 
basis). The sum of all Virginia actual 
losses (present low basis) for the same 
classifications for the same period, when 
compared with the sum of expected 
losses, gives a percentage factor which 
measures directly the extent to which 
any national pure premium on the New 
York present law basis including the one 
we have secured for No. 5204, must be 
modified to make it a national pure pre- 
mium, Virginia present law basis. The 
reversion factors in the 1927 Revision 
are: serious, .357; non-serious, .338; 
medical, .795. Reverted national pure 
premiums on the Virginia present lew 
basis become: serious, .60; non-serious, 
.44; medical, .61. 

Giving a State the Benefit of its Own 
Experience.—Up to the present point 
we have assumed that the experience 
gathered in Virginia for Classification 
5204 is so scanty as to be undependable 
for autonomous rate-making. This 
ig not necessarily so and certainly if 

T For example, the reversion factor includes 
also a sub-factor introduced to convert the na- 
tional pure premium on the Virginia present law 
bass (1918-22 experience) to the same basis 


>” (1920-24 experience). The nezeasity for this _ 


will be made apparent in the following section 
dealing with state credibility. 
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the quantity of classification expe- 
rience, as Judged by some standard, 
warrants, state experience should play 
an important part in determining the 
rate. ‘The setting up of such a stand- 
ard or so-called state credibility erite- 
rion is a recent departure in the 
National Council rate structure. Sup- 
pose the rate-maker wishes to test the 
credibility of his serious loss experience 
from Virginia. The average cost of £ 
serious loss in Virginia for all classifica- 
tions is, let us say, $5000 (basis of 
New York present law). He assumes 
that if any classification develops 
twenty-five serious losses, a total 
serious loss cost of $125,000, the 
classification is entitled to 100 per cent 
local credibility and the national pure 
premium is not used at all in making 
the rate; if it develops a smaller cost, 
the percentage of local credibility will 
be decreased proportionately. The 
present criteria are arranged in five 
groups, ranging from zero to 100 per 
cent local credibility, at intervals of 
twenty-five per cent.’ 

Against its criterion are checked 
Virginia, expected losses for Classifica- 
tion 5204 for the period, 1920-24, 
derived by multiplying Virginia pay- 
rolls by the national pure premium, 
1918-22. Actual Virginia losses are 
not taken, because they are bound 
to vary considerably from time to time. 
In the present revision serious losses 
for Classification 5204 fall within the 
third credibility class: fifty per cent 
local credibility; non-serious within 
the second: seventy-five per cent; 
medical within the first: 100 per cent. 

For Classification 5204 the indicated 
pure premium on’ Virginia experience 
alone for the period 1920-24° (losses 


8 There is a separate criterion for each loss 
group. 

9 Experience for this classification from all 
states is available only to 1922; from Virginia, 
to 1924. 
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amended to present Virginia law level) 
Zor serious losses is $1.09; the national 
pure premium, Virginia present law 
basis, is as we have seen only $.60. 
Which rate should be taken—the 
states own rate or the national 
average? If the indicated pure pre- 
mium is based on ample data, measured 
by the credibility criterion, the national 
pure premium ought to be largely or 
entirely disregarded. Thus in the 
present revision the state indicated 
serious pure premium receives a weight 
of fifty per cent, making the combined 
or so-called formula pure premium 
$8.85, A similar process is followed 
with non-serious and medical pure 
premiums, using the appropriate 
weights. 

‘Pitching’? Rate Levels.—One mat- 
ter of importance demands considera- 
tion at this point. The calculation of 
national pure premiums at the Virginia 
present law level as the term implies, 
has nothing to do with determining 
absolute premium amounts. ‘The pur- 
pose of combining experience from 
different states is not to ascertain the 
exact cost level to be charged for each 
classification, but to secure a truer 
index of relativity between classifica- 
tions. The effect of combination is to 
change the relative costs of classifica- 
tions within the state; but the necessity 
of ascertaining rate levels still remains. 
Many factors (in fact, all other than 
legal, which have been measured), 
such as changes in accident rates, 
wage levels, etc., may have caused 
changes in cost since the time of our 
experience period. In order to bring 
the national pure premiums which are 
on the Virginia present law level to the 
Virginia present cost level a final 
correction factor is applied: National 
pure premiums, Virgmia present law 
level, are multiplied by Virginia pay- 
rolls for the years 1922-3-4 in every 
classification, these years being the 
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latest for which there is Virginia 
experience, and assumed to be typical 
of the rate level obtaining in 1927, 
Perhaps this assumption is not pre- 
cisely correct, but it is practically so. 
The sum total of classification expected 
losses represents total pure premium 
income which will be received by all the 
companies, if they charged national 
pure premiums. A comparison of this 
total with the Virginia actual losses 
(present Virginia law level) for the 
same three years, shows the rate-maker 
whether the rate level, which would be 
established by national pure premiums, 
is too low or too high. If the actual 
losses have been higher than expected, 
this entire rate level has to be increased 
by a percentage expressing the amount ` 
of the discrepancy. The final cor- 
rection factor will of course be the 
same for all classifications within 
Virginia and is applied impartially 
to the national pure premium of each. 
In the current revision this factor for 
Virginia serious pure premiums is 
1.028, indicating that expected losses 
were approximately three per cent less 
than actual. When formula pure pre- 
miums rather than national pure 
premiums are used, the factor is of 
course applied to them instead. Thus 
the serious formula pure premium of .85 
times 1.028 becomes .87; the non- 
serious, .38 becomes .89; the medical, 
.81 is unchanged. ‘There is a separate 
final correction factor for each loss 
group. 

- Loading.—The tale of rate-making 
is nearly done. The formula (or 
national) pure premium on the present 
Virginia rate level is usually accepted 
by the actuarial committee of the 
Council, but not necessarily so if the 
pure premium varies a great.deal from 
that underlying the present’ manual 
rate. Having decided upon a total, 
pure premium of $2.07, the expense 
loading factor, and a special factor 
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to cover catastrophe losses are added, 
making the manual rate 83.55, which 
appears in the 1927 Manual for Virginia 
for Classification 5204.19 


CONCLUSION 


Two outstanding tendencies are 
apparent in this rapid summary of 
current rate-making procedure which 
should not be obscured by descriptive 
detail. First: there has been a most 
noticeable swing away from the ex- 
treme refinements of even three and 
four years ago, following a general 
realization that such refinements often 
defeat their own ends. There is in 
use today no factor to correct payroll 
figures, either between states or over 
a period of time in the same state. 
This omission is due, not because 
there are no differences, but because in 
the case of the first the differences are 
difficult to measure satisfactorily; in 
the second, the differences tend to 
cancel each other. Whatever factors 
are used to bring experience up to the 
present rate level are simple; nor is 
there any attempt to achieve absolute 
precision in this process. For ex- 
ample, in the present revision, it is 
assumed that the rate level established 
by the years 1922-24 (the latest for 
which there are data) is the same as 
that for 1927, the year in which the 
rates will be applied. No attempt of 
any kind is made to peer into the 
future, a function once attempted by 
the “projection factors” of past re- 
visions. The following, by Mr. William 
Leslie, Manager of the National Coun- 
cil, is an excellent statement of the 
current policy of the Council:4 

The formula for adding expense loading 
(which in Virginia is 41.5 per cent of gross 
premium) and the catastrophe loading (which 
is a constant of one cent) is: 


Gross Rates Ue Erem. gi 
1.413 


t From a copy of an unpublished address 
delivered in 1926. 


We have come to believe that the most 
satisfactory method of rate-making is one 
which utilizes the experience of the past 
without introducing conjectural factors 
based upon predictions as to the future. 
In taking this course we tacitly assume 
that there is no substantial permanent 
trend in cost upward or downward and 
that if we adjust compensation rates 
annually upon the basis of a fixed number 
of years of past experience, these rates will 
on the average over a considerable period 
of years be neither excessive nor inadequate. 
Admittedly they will not fit the particular 
years in which they are applied. It is 
expected that there will be lean years and 
fat years, but that by husbanding the 
excesses of the fat years to meet the de- 
ficiencies of the lean years, the average 
will be generally satisfactory. 


Second: there has been a noticeable 
swing toward giving the experience of 
the individual state more weight in 
ascertaining rates for that state. In 
the 1927 revision of the National 
Council, literally hundreds of manual 
rates have been made on purely single 
state experience. ‘The rate-maker has 
always had to keep one eye on the 
indicated cost of the individual state, 
so as not to show too marked a dis- 
crepancy between the indicated and 
the national pure premium; now 
for the first time state credibility 
is an integral part of the rate struc- 
ture. 

Workmen’s compensation insurance 
is still very young, measured by its 
fellows, but the trials of the pioneering 
days, characterized by the inevitable 
use of the method of trial and error, 
are past. It is not a criticism of any 
rate-maker or of any rate-making 
organization to say that out of the 
complexities of the past derive the 
simplicities of the present structure. 
Whatever the influence of social and 
business factors in the future, the 
major actuarial difficulties have been 
solved. It is significant that, for the 
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first time since the beginnings of 
compensation rate-making, the national 
rate-making body has selected the 
following as the official title of its rate- 


making plan: “The Permanent Rate- 
Making Method Adopted by the 
National Council on Compensation 
Insurance.” 


+ 
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Multiple Line Coverage 


By BENJAMIN Rusa 
President, Insurance Company of North America 


N March 4, 1922, the Congress of 

the United States approved an 
Act to Regulate Marine Insurance in 
the District of Columbia, which Act 
has since come to be designated by the 
title of the Model Marine Insurance 
Bill. 

Congress, of course, has no power to 
legislate regarding insurance in the 
various states of the Union—it can only 
legislate for the District of Columbia. 
The above Act, therefore, was intended 
for a model for the various state legis- 
latures to follow. The Bill was passed 
by Congress, after a very exhaustive 
series of hearings at which insurance 
men, merchants, shipowners, and 
others, were given every opportunity 
to state their views. It was passed on 
the initiative of the House Committee 
on Merchant Marine and Fisheries as 
being one of a series of steps necessary 
to improve the shipping trade and the 
commerce of the United States by 
putting them more on a parity with 
other competing commercial nations. 

The first section of the Act is con- 
cerned with definitions; the second 
section of the Act provides as follows: 


Section 8. That a marine, fire-marine, or 
fire insurance company may be formed, 
admitted or licensed to write any or all 
insurance and reinsurance comprised in any 
one or more of the following numbered sub- 
divisions: 

First. On marine risks as described in 
Section 1 of this Act under the definition of 
““marine insurance.” 

Second. On property and rents and use 
end occupency, against loss or damage 
by fire, lightning, tempest, earthquake, 
hail, frost, snow, explosion (other than 
explosion of steam boilers or flywheels), 


breakage or leakage of sprinklers or other 
apparatus erected for extinguishing fires, 
and on such apparatus against accidental 
injury; and against liability of the insured 
for such loss or damage; and on automobiles 
against loss or damage from collision or 
theft, and against liability of the owner or 
user for injury to person or property caused 
by his vehicle. 

Third. Against bodily injury or death 
by accident, and against disablement 
resulting from sickness, and every Insurance 
appertaining thereto, including quarantine 
and identification. 

Fourth. Against liability of the insured 
for the death or disability of another. 

Fifth. Against loss of or damage to 
property resulting from causes other than 
fire, marine and inland navigation hazards, 
and against liability of the insured for such 
loss or damage, and on motor vehicles 
against fire, marine and inland navigation 
hazards, and against personal injury and 
death, and liability of the assured therefor, 
from explosions of steam boilers and en- 
gines, pipes and machinery connected 
therewith, and breakage of flywheels or 
machinery, and to make and certify inspec- 
tions thereof, and against loss of use and 
occupancy from any cause; against loss by 
burglary, theft and forgery. 

Sixth. Against loss or damage from 
failure of debtors to pay their obligations 
to the insured. 

Seventh. Against loss from encum- 
brances on or defects in titles. 

Eighth. Against loss or damage by theft, 
injury, sickness or death of animals, and to 
furnish veterinary services. 

Ninth. Against any loss or liability 
arising from any other casualty or hazard 
not contrary to public policy, other than 
that appertaining to or connected with (1) 
life insurance (including the granting of 
endowments and annuities) and (2) fidelity 
and surety bonding. 
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In other words, the Congress of the 
United States after due deliberation, 
and the taking of exhaustive evidence, 
decided that it was to the advantage 
of the commerce of the United States, 
and of its citizens, that multiple line 
coverage should be permitted to Fire, 
Marine and Casualty companies in the 
United States in contradistinction to 
the almost universal rule prevailing in 
the individual states that Fire and 
Marine companies may not write 
Casualty Insurance nor may Casualty 
companies write Fire and Marine 
Insurance. 


ADVANTAGES OF COMPLETE COVERAGE 


The reason why they came to this 
decision was twofold: 

One was that the writing of all kinds 
of insurance, except Life, under one 
charter, would result in reduction in 
overhead costs, and that consequently, 
in the long run, companies enjoying 
such broad privileges would operate at 
a lower cost rate than would be the 
case if both the Casualty companies, 
and the Fire and Marine companies 
were each restricted to their own 
particular field. 

The second was that it is more con- 
venient to the assured, or his represent- 
ative the broker, to deal with a com- 
pany that can supply all his insurance 
needs than with one which can only 


supply a part of them. 
(A)—Lower Cost to the Companies and 
to the Assured 


Let us take the first of these argu- 
ments, namely, the lower cost, and 
examine it carefully, as was done by 
the Committee on Merchant Marine 
and Fisheries, to see if the argument of 
reduction in cost isa true one. For the 
purpose of making the matter clear let 
us take an exaggerated case as by that 
means the truth will appear more 
clearly, and let us suppose that instead 
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of there being two classes of com- 
panies—one writing Fire and Marine 
and their allied hazards, and the other 
writing the Casualty classes (Accident, 
Casualty, Indemnity and Fidelity, 
and their allied classes as is the case at 
present )—that the laws of the various 
states provided that companies should 
only be granted a charter for one class 
of insurance, and let us see whither this 
will lead us. In such a case a number 
of companies would have to be char- 
tered to write Marine Insurance; an 
additional number of companies would 
have to be chartered to write Fire 
Insurance; an additional number of 
companies would have to be chartered 
to write Windstorm insurance; others 


for Automobile insurance; others for 


earthquake hazards, etc. The Casu- 
alty companies with their numerous 
classes of coverage would certainly 
require to be split up into more than 
fourteen different classes of hazards, 
and consequently more than fourteen 
separate kinds of insurance companies 
would have to be chartered in order to 
give the full protection to the policy- 
holder which he now enjoys. 

Taking the Fire, the Marine and 
Casualty together there would have to 
be at least thirty different classes of 
companies chartered to give the cover- 
age which is now afforded by the 
Casualty and the Fire and Marine 
groups. It does not require a very 
arithmetical mind to realize that the 
wages to capital, and the wages to 
officers, and the general overhead of 
thirty different classes of companies 
would be considerably greater than the 
overhead of two classes of companies. 

If this holds true for two classes of 
companies it also holds true for one 
class of company. Were Fire, Marine 
and Casualty companies each allowed 
to write all the classes of risk allowed by 
the charters of both, it could not fail to 
reduce the expenses of the business: 


MULTIPLE LINE COVERAGE 


“The proof of this is shown in the 
growth of the large American depart- 
ment stores. There is no city of any 
gize in the United States which does 
not have its big department store where 
one can buy anything from a package 
of tooth picks to an automobile. The 
reason why this is so is because on a 
large volume of sales the owner can 
afford to take a smaller percentage of 
profit than he can on a small volume 
of sales, and at the same time can 
afford to pay large salaries to secure 
the highest class of ability, with all that 
this implies in the way of efficiency in 
management, and reduction in cost of 
product. 


(B)—Convenience to the Public 


Let us come now to the next argu- 
ment, and that is the convenience of the 
public, and let us ask ourselves this 
question: Would we, if we were an as- 
sured or a broker, prefer to have to deal 
with possibly thirty classes of insurance 
companies, and acquire thirty separate 
policies of imsurance to protect us 
against all the hazards to which we are 
exposed, or would we prefer to deal with 
only two classes of companies, which 
two classes of companies could give us 
a coverage as equally sound and per- 
fect and cheap as would be that of the 
thirty? If the answer to this proposi- 
tion is “yes” then you are inevitably 


bound to answer “yes” to the second - 


question——would you not prefer to deal 
with one class of companies instead of 
two? 

Again, let us consider the average 
large department store. Why do peo- 
ple go there instead of going to fifteen 
or twenty different and separate stores 
to do their shopping, and the answer 
again is either (a) they get things 
cheaper in actual price, or (b) cheaper 
ln convenience to themselves in the 
saving of their own time. Time is 
money to the shopper whether he is 
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buying a paper of pins or a policy of 
insurance. The proof of it is the vast 
number of people who prefer to deal 
with a big department store rather than 
with a small special store, and the fact 
that the big store drives the small one 
out of business. 

The same holds true of insurance. 
The assured, the agent and the broker, 
all prefer to deal with the company 
which can give them complete cover- 
age, rather than deal with a number 
of companies able only to give partial 
coverage. 

It is argued by some that the separa- 
tion of insurance into three groups, to 
wit, Life, Fire and Marine, and 


- Casualty and Surety is for the benefit 


of the insuring public, for the reason 
that the policyholder insuring with 
each class of company knows that the 
capital and all the assets of that com- 
pany will be used for the payment of 
losses occasioned substantially by the 
same hazards against which he sought 
protection—hazards which have been 
carefully considered by the underwriter 
in determining the rate which the 
assured must pay. 

He understands that the premiums 
which he and the other policyholders 
of the company contribute are to be 
used for that purpose, and not subjected 
to the liability or the payment of losses 
caused by an entirely different risk. 

It seems to me that this reason is 
based on a misconception, unless it be 
maintained that the whole is less than 
the sum of all its parts. 

Every citizen of the United States, 
or of a civilized country, needs and 
should have life insurance. Whether 
he knows it or not, he has paid for Fire 
and Marine and Casualty Insurance 
in some form or other; therefore, if the 
capital and all the assets of the marine 
insurance are pledged for the satisfac- 
tion of the claims of its marine pclicy- 
holders, and if the capital and all the 
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assets of the fire Insurance are equally 
pledged for the satisfaction of its fire 
policyholders, and the capital and all 
the assets of the casualty companies 
are pledged in like manner, wherein is 
the policyholder any worse off if but 
one policy is issued for all these hazards 
instead of three policies, provided the 
capital and assets were adequate in 
each class to begin with? 
Mathematically, it is undoubtedly 
true that the whole is but the sum of 
all its parts. Practically, however, it 
may be more than that, for is it not 
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also true that bodies attract in propor- 
tion to their mass? 

If we argue the contrary, we should 
logically dissolve these United States, 
and let each individual state apply its 
own assets to the benefit of its own 
citizens, nay, we should also dissolve 
the political organization of the states, 
and let each city and hamlet apply its 
own assets to its own necessities. 
Fortunately, we are wiser than this 
politically, and realize in spite of legis- 
lative economic heresies that “in union 
there is strength.” 
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Tendencies in State Supervision of Insurance 


By Woaiam BroswTH 


Vice-President and General Counsel, The Travelers’ Insurance Company; Chairman, 
Committee on Insurance Law of the Ame-ican Bar Association 


HAT is called the American 

system for the supervision and 
regulation of the affairs of insurance 
companies is in itself but the develop- 
ment of a modern tendency. Hardly 
seventy years have elapsed since the 
state, which is generally credited with 
the conception, considered it to be a 
governmental duty in the public inter- 
est to treat insurance companies as a 
special class of private corporations and 
to subject them to particular, special 
laws for the regulation of their corpo- 
rate relations and transactions with the 
state as well as with the public. 


Steps TOWARD INSURANCE 
REGULATION 


Until the Massachusetts Act of 
1852, insurance companies which trans- 
acted business in the United States, 
like other corporations, were re- 
quired in a number of the states to 
report annually their financial condi- 
tion to some designated officer. In 
some states insurance companies were 
also required to pay a tax upon pre- 
mium income for certain specified 
purposes in addition to the usual 
property taxes. In other respects, 
however, insurance companies were 
neither supervised nor regulated nor 
were they subjected to requirements 
other than those which were applicable 
to all classes of corporations. 

The limited authority conferred by 
the Massachusetts Act of 1852 was 
materially enlarged in 1855 and again 


' in 1856. During this time a new and 


independent Board of Insurance Com- 
missioners was created and supervision 


and regulation of insurance by the 
state really began. New York is 
credited with being the first state to 
follow the example of Massachusetts, 
but within a comparatively short time 
most of the states followed the lead of 
the New England commonwealth and 
made provision of one kind or another 
for the special and particular regulation 
and supervision of insurance. 

ln 1875 the Dominion of Canada 
enacted an Insurance Act which con- 
ferred upon the Minister of Finance of 
the Dominion, and under his direction 
and control upon the Superintendent 
of Insurance, powers and authority 
concerning insurance companies in 
their transactions throughout the Do- 
minion which, although they differed 
from the insurance regulatory laws of 
our own states in certain respects, 
corresponded in their essential purposes 
to the laws which had been enacted in 
the same relations in the older states of 
the United States. 

Just as the states followed the action 
of the Commonwealth of Massachu- 
setts, so the Provincial Parliaments in 
the Dominion of Canada followed the 
example of the Dominion Parliament, 
but with a peculiar result due to the 
relations between the Dominion and 
Provincial governments and the limita- 
tions upon the legislative powers of the 
Dominion Parliament in the British 
North American Act. There exists 
now in Canada a dual supervision with 
more or less of an active conflict 
between the Dominion and Provincial 
authorities as to their respective rights 
and duties in the premises. This dual 
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supervision serves as an illustration of 
what we might have had in the United 
States if the movement for Federal su- 
pervision had resulted in the necessary 
constitutional amendment and appro- 
priate Federal legislation. We would 
have had country-wide Federal super- 
vision for all companies added to the 
present kind of state supervision of each 
company in the state of its domicile. 


Attemets Towarp READJUSTMENT 


_ Between 1352 and 1906 many 
changes were made in the insurance 
regulatory laws of the states and of the 
Dominion and as a rule with little 
regard to the advantages to be gained 
by uniformity of requirement, but it 
may be said in general that it was the 
legislative intention to include within 
the general szope of these laws the 
different kinds or classes of insurance 
companies, to provide standards of 
solvency and capital and investment 
requirements, to regulate the kinds of 
insurance which might be issued by the 
companies, to prescribe a standard fire 
policy, to require equitable treatment 
of policyholders, to authorize investiga- 
tions into the affairs of the insurance 
companies and to give due publicity to 
the financial statements or reports of 
the insurance companies and to the 
activities in the public interest of the 
supervising officials. 

If the points thus summarized had 
been cared for with some regard to 
uniformity of statutory provision and 
these laws had been administered with 
a like regard for untformity of con- 
struction, it might reasonably have 
been expected that the interests of the 
public as well as those of the insurance 
companies under conditions then exist- 
ing could be properly conserved. Of 
course, insurance development and 
emergencies might from time to time 
require additional legislation and even 
more stringent requirements. 
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REMEDIAL LEGISLATION 


With the year 1906 came such an 
emergency and with it an era of reme- 
dial legislation. This followed the 
investigations of life and fire insurance 
in the State of New York, life insur- 
ance in the State of Wisconsin and 
the studies and surveys of a commit- 
tee appointed in 1906 by a conference 
of governors, attorney-generals and 
Insurance commissioners of the various 
states and territories. 

Now, in addition to the regulations 
of the pre-reform era we have limi- 
tations upon the amount of expense 
which may be incurred to secure new 
life insurance or the renewal of old 
life insurances, limitations upon the 
amount of surplus which may be májn- 
tained by life insurance companies, 
limitations upon the amount of new 
life insurance to be acquired in any year 
by a life insurance company, regula- 
tions as to the distribution of dividends 
in life insurance, additional restrictions 
upon the investments of insurance 
companies, regulations of the premium 
rates in certain kinds of insurance other 
than life, standard provisions for life 
insurance policy contracts and for 
certain kinds of casualty insurance 
policy contracts and authority to super- 
vising officials to supervise premium 
rating organizations with power to 
approve or disapprove as to adequacy 
and reasonableness the premium rates 
for certain kinds of insurance. 

In addition to all of these there will 
be found in certain of the states laws 
calculated to fit purely local conditions 


and in the State of Texas a compulsory. 
investment law under the provisions, 


of which a life insurance company 
which transacts business in that state 
is required to invest and keep invested 
in Texas securities and in Texas real 
estate a sum of money equal to at least 
seventy-five per cent of the aggregate 
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amount of the legal reserve required 
by the laws of the state of 1ts domicile 
to be maintained on account of its 
policies of insurance in force written 
upon the lives of citizens of Texas. 


ONLY PARTIAL ADOPTION 


Notwithstanding the public senti- 
ment which had been aroused by the 
investigations referred to, few of the 
states gave heed to the recommenda- 
tions of the conference of governors, 
attorney-generals and insurance com- 
mussioners or of any of the investigating 
commissions by enacting in their en- 
tirety the bills as recommended. New 
York adopted the recommendations of 
the New York Investigating Com- 
mittee; Wisconsin followed the recom- 
mendations of her own investigating 
commission. In the other states some 
of the measures were adopted in part, 
others materially altered and others 
again rejected altogether. 

This varying legislative action must 
have been taken with the knowledge 
that the measures proposed were inter- 
related and that all were essential to 
the successful operation of the plans for 
reform. Here, again, the states missed 
an opportunity to serve the common 
good by adopting the same regulatory 
statutes in substantially the same 
phraseology. 


Limrrs ÍmpPosED BY New York 


There can be no question that some 
of these more recent regulatory laws 
were wise exercises of legislative author- 
ity and have already proved their 
value. Possibly, not one of these 
enactments in any of the states has 
been more helpful to insurance as well 
as to the public than the famous 
section 97 of the insurance laws of the 
State of New York, which limits the 
expense which may be incurred in 
obtaining new life insurance, as well as 
the number and amount of renewal 


commissions which may be peid to 
agents as remuneration for maintaining 
such life insurance in force. In this 
section New York disclosed a way to 
make legislation effective beyond the 
limits of the state and obligatory upon 
insurance companies located in other 
jurisdictions for a life insurance corpo- 
ration of another state or country which 
shall not conduct its business every- 
where within the limitations, and in 
accordance with the requirements im- 
posed by this section shall not be per- 
mitted to do business in the State of 
New York. 

This legislative device, which has 
aroused resentment on the part of some 
supervising officials and some com- 
panies, has been helpful in many ways. 
Tt has made for economy and is largely . 
responsible for the fact that life insur- 
ance companies which were hampered 
in the days of unhealthy and unre- 
stricted competition have grown +o be 
strong and influential factors in the 
field of life insurance protection. 

For the instant purpose the foregoing 
statement of the origin and general 
scope of the system will suffice, but 
of necessity only the outstanding fea- 
tures have been indicated. Very many 
phases of supervision which involve 
burdensome requirements wholly unes- 
sential to the prime object have been 
passed over. 


OPINIONS RE GOVERNMENT CONTROL 


Any system of governmental control 
which contemplates operation by forty- 
eight states, each of which prescribes 
its own rules and regulations, many of 
which in major as well as in minor 
respects differ from those of each of the 
other states, naturally will give rise to 
controversies and criticisms. There 
have been many controversies between 
company managers and insurance sup- 
ervising officials. This system has been 
overpraised at times and usually by 
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governmental] representatives and has 
been criticised both fairly and unfairly 
by company ‘managers and by writers 
without either governmental or com- 
pany relations, but, whatever the nature 
of these controversies, or the provoca- 
tion for the eriticism, or the justifica- 
tion for the praise, there can be no real 
difference as to the propriety and the 
necessity for governmental regulation 
of corporatioas, the affairs of which so 
largely affect the public interest. 

What tae regulations mean in a given 
case and whezher or not the supervising 
official when interfering with the affairs 
of an insurance company or imposing 
penalties upon individuals under au- 
thority o] lav is acting within the law 
wisely ard judiciously, or whether or 
not a compeny through its officers or 
agents capriciously obstructs the public 
officials -n the performance of their 
duties or falls to comply with lawful 
obligations, cre fair subjects for discus- 
sion. But after seventy years of 
governmantel regulation the propriety 
and the necessity for state regulation 
should ‘Se treated as- adjudicated. 
This, howev2r, is not always conceded. 
A learnel writer on matters pertainmg 
to insursnce, even after the investiga- 
tion hereinkefore referred to, declared 
after a critical review of the system and 
operations taat: 


Nowhere ir. our public life can be found 
better examples of inefficiency than in 
our state departments of insurance. The 
reason for thas is not difficult to discover. 
Like all tie ozher state positions, they have 
been mace tke spoils of the politician. In 
a score ol states the commissioner of insur- 
ance, as the head of the department of 
insurance is usually called, is elected by a 
direct vote of the people. Under such 
a condition zhe official is bound to be a 
politiciar. In several other states he is 
elected by the legislature, and in the remain- 
ing states he is appointed by the governor, 
in each case with no better results than 
when elezted directly by the people. 
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Summing up then the main contentions 
of this paper, the conclusion is that the 
indictment against state supervision can 
be sustained. It has failed seriously in the 
half century that it has been on trial. This 
failure has been due partly to the fact that 
the states have directed their activities 
along wrong lines and partly to the fact 
that there are conflicting interests among 
the states. The remedy which has been 
suggested is in laws securing publicity and 
responsibility, these laws to be enforced by 
a national department of insurance. 


He was in error in some of his state- 
ments as to facts and unfair and wrong 
in his summing up. 

At a somewhat earlier date Ta 
writer, then a distinguished member of 
the National Convention of Insurance 
Commissioners, declared: 


Study the insurance laws of any state 
which has adopted general and extended 
regulations. Superficial examination in- 
stinctively inspires condemnation, for the 
lack of system and for the seeming incon- 
sistencies, weaknesses, follies and unneces- 
sary exactions and hardships. Deeper 
study, that gathers the history of all these 
laws, convinces that they were not made in 
moments of thoughtlessness or unprovoked 
prejudice, but, in the main, deliberately 
and after infinite, laborious consideration. 
They have crystallized the wisdom of the 
fathers, who formulated and developed our 
institutions. Like those institutions, the 
insurance laws are not without imperfec- 
tions, but we take them, as we take this 
great country, filled with reverence, admira- 
tion and respect for the industry, genius, 
wisdom and patriotism of the authors and 
builders of our Republic, so splendid in its 
whole that the defects seem trifling. 

It would be strange if later observa- 
tion and experience have not inclined 
the author of these words to modify his 
opinion. A more moderate and more 
convincing opinion in this same connec- 
tion is that expressed quite recently in 
an address to a body of lawyers by a 
supervising official of an eae 
Northwestern state: i 


TENDENCIES IN STATE SUPERVISION OF INSURANCE 


If state supervision breaks down and the 
public welfare and convenience demand a 
change, I have no doubt some way of effect- 
ing the change will be discovered. How- 
ever, when one considers the difficulties of 
securing absolute uniformity of laws and 
practices in the different states upon any 
given subject, it must be admitted that 
great results have been accomplished rela- 
tive to “the supervision of insurance. The 
situation is far from perfect but many 
of the early annoyances and abuses have 
been done away with and unquestionably 
a far better understanding exists today 
between the business and the public than 
ever before. I think that both companies 
and commissioners realize that the true 
test of the usefulness of a business is the 
quality of the service that that business 
renders the public and that public super- 
vision and control should be administered 
and exercised in such manner and by such 
instrumentalities as will secure to the public 
the best and most economical service, the 
greatest safety and protection, and will 
secure for the business adequate returns to 
maintain its safety and solvency and bring 
it as much of the public confidence as it 
proves itself to be entitled to, at the same 
time causing it the minimum of inconven- 
lence. 

Furthermore, let me say that I think we 
all realize that when a business becomes so 
highly developed that it reaches a point 
where its interests and purposes coincide 
with the interests of the public, public 
regulation becomes public co-operation. 


Present Day TENDENCIES 


Whatever may be the ultimate right 
judgment as to the value and merits or 
demerits of state supervision, the 
system is in operation and under exist- 
ing or improved methods will continue 
to operate. The present day tenden- 
cies are in the direction of the extension 
of the authority of supervising officials 
and there will be more rather than less 
of regulation. There is a strong senti- 
ment, which can hardly be called a 
movement, in favor of uniform require- 
ments in all matters of substance and 
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the elimination of unessential and 
conflicting statutory requirements. 

There is a strong tendency m the 
direction of rate regulation to the end 
that premiums for insurances other 
than life may be adjusted scientitically 
and uniformly to correspond to the 
hazards assumed by the insuring com- 
pany. ‘There is also a strong tendency 
to improve existing laws in the matter 
of requirements for reserves which are 
set aside to protect the liabilities as- 
sumed by the companies. Many of 
the present reserve requirements are 
not suited to the risks which the com- 
panies are now called upon to assume. 
The reserves called for are either under 
or over the liabilities and, although the 
total amount of reserves may be largely 
m excess of the liabilities, nevertheless 
the annual statement or report may not 
disclose the actual condition. 

There should be a tendency to reduce 
the burdens of taxation which now bear 
so heavily upon the companies and 
ultimately upon the policyholders. 
There should also be a tendency to so 
modify departmental fees and charges 
that the amount collected will fairly 
represent the cost of supervision and 
not result in overpayments so large in 
amount as to form a considerable part 
of the revenue of the state. This is a 
method of acquiring revenue by in- 
direct taxation which is not to be 
commended. 

For years the National Convention 
of Insurance Commissioners has recog- 
nized the necessity for revising the 
insurance laws of the several states and 
has been an important factor in bring- 
ing about such measure of uniform- 
ity in insurance laws as now exists, 
but when compared with the results 
achieved in the general direction of 
uniformity by the Commissioners on 
Uniform State Laws the results have 
been disappointing. This is surprising 
because the National Convention of 
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Insurance Commissioners, the insur- 
ance companies and the policyholders 
should be more influential in this regard 
than the Commissioners on Uniform 
State Laws. 


CONTRIBUTION OF AMERICAN BAR 
ASSOCIATION 


In the interests of uniformity of 
requirement the American Bar Associa- 
tion through its Committee on Insur- 
ance Laws is engaged in the preparation 
of a Code of Statutory Provisions 
relating to the Business of Insurance, 
which is intended to emphasize the 
necessity for a revision of many of the 
existing Codes and to indicate to 
legislators and others interested the 
essentials for the uniform regulation of 
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insurance and the protection of the 
public interests. 

This Code, when completed, is not 
likely to be adopted by any of the older | 
states, but may find its way, in whole 
or in part, into the statute books of the 
states, the laws of which are now con- 
fessedly imperfect and inadequate. 
The effort of the American Bar Asso- 
ciation is to serve the public as well 
as the insurance companies and the 
state by collating provisions which have 
borne the test of time and experience 
and by suggesting in the way of new 
legislation ways and means by which 
the powers of insurance companies may 
be so classified and enlarged as to meet 
the public demand for full insurance 
protection. 


Special Insurance Taxes 


By James L. MADDEN, J.D. 
Manager, Insurance Department, Chamber of Commerce of the United States 


VERY policyholder pays special 
indirect taxes. Comparatively 
few of them realize this. The original 
intention of these special taxes was to 
maintain the state insurance depart- 
ments. A survey covering every state 
in the Union indicates that only $1.00 
out of every $27.00 of these special in- 
surance taxes went for this purpose. 
The rest was used for state functions 
for which the policyholders had already 
been taxed as citizens. These state 
functions had no particular relationship 
to policyholders as a class, any more 
than to any other type of taxpayers. 
Special insurance taxes are hidden in 
the premiums and the insurance com- 
panies are made tax collectors by the 
states, One of the arguments in favor 
of these taxes is that they are easily 
collected. Furthermore, they are 
“painless,” because they are unknown 
to policyholders. Yet they are just as 
real as if they were direct taxes. 


Gross Amount INcRHASES 


Year by year the gross amount of 
these special imposts paid by policy- 
holders has increased. In 1925 they 
amounted to $72,839,721. This would 
pay an annual premium for more than 
4,800,000 ordinary life insurance poli- 
cies issued at the age of twenty-five for 
$1000 each, or would buy fire insurance 
coverage for one year on $8,184,000,000 
worth of property at the average rate of 
eighty-nine cents per $100. Contrast- 
ing this figure, $72,889,721, with the 
total amount collected from policy- 
holders in 1922, we find that it is about 
$20,000,000 higher, yet the increase 
in the amount of money spent for 
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the maintenance of state imsurance 
departments was just a little over 
$337,000 during this time. 

The total amount of the imposts set 
forth above is an understatement or the 
actual amount collected from policy- 
holders. It does not contain the sums 
imposed by counties and municipalities 
in states permitting local jurisdictions 
tc put special taxes upon insurance. 
Policyholders living in the following 
states are liable to these extra taxes in 
addition to the other special taxes 
required by their states: Alabama, 
Florida, Georgia, Kansas, Kentucky, 
Louisiane, Maryland, Mississippi, Mis- 
souri, Nebraska, Nevada, Ohio, South 
Cerolina, West Virginia and Wyoming. 
Neither do these figures include the cost 
of collection. 


TREND OF SPECIAL INSURANCE 
TAXES 


The proportion of special insurance 
taxes collected from policyholders which 
is spent for service to them has been 
constantly declining from 6.48 per cent 
in 1915 until it amounted to only 8.65 
per cent in 1925. In that year 96.85 
per cent of these special imposts was 
spent for general state purposes. There 
is given below the percentage of the 
total receipts from special insurance 
taxes and fees used for maintenance of 
state Insurance departments by years 
from 1915 to 1925 inclusive. These 
figures are based on data from the Dis- 
trict of Columbia and all states with 
two exceptions. Figures for Louisiana 
are not available for any of the years 
and figures for Pennsylvania were in- 
cluded only from 192% through 1925. 
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Chart A which is plotted from these 
data clearly indicates the downward 
trend of the percentage of imposts spent 
for policyholders’ service. 


PERCOENTAGE SPENT FOR SERVICE TO 
PoLIcYHOLDERS 





1915 


He "7 MB 9 1920 ‘21 


CHART A 


‘22 "23 O'R 1925 


Any policyholder can tell by looking 
at the analysis entitled “‘Special State 


Insurance Licenses, Taxes and Fees 
Collected in 1925’! the amount of the 


special im>osts being levied indirectly 00 


upon policyholders by his state. He 
can learn the amount of these imposts 
which goes for special service to him as 
a policyholder, the remainder represent- 
ing contributions to the general state 
funds. Analyzing the record of the 
different states, we find that thirty of 
them spent a smaller proportion for 
service tc policyholders in 1925 than 
during the preceding year, while eight- 
een show increases. None showed a 
material increase and in the vast ma- 
jority the increases were extremely 
small. In order to indicate the trend 


1 See p. 200. 
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by years, taking the country as a whole, 
the following summary may be of in- 
terest. It shows the number of states 


increasing or decreasing the proportion 
of special state insurance taxes used for 
service to policyholders as compared 
with the previous year. 


A ppp | A | a te errs 







States increasing. . e 
States showing no change.. 
States giving no data. ... 


Total states and D.C. . 


DEPARTMENTAL EXPENSES VB. 
SPECIAL TAXES 


The graph, Chart B,oindicates how 
much faster special insurance taxes and 
fees have increased, during the eleven- 
year period 1915-25 inclusive, than in- 
surance departmental expenses. The 
1915 figures are used as a base and des- 
ignated as 100. Figures for all states 
and the District of Columbia are in- 
cluded, with the exception of Louisiana 
and Pennsylvania, as data for these 
two states were not obtainable for the 
entire period. — 


Trenp or Taxes AND EXPENSES 





1915 "46 “7 '18 HO 1920 '21 ‘S22 ‘RS ‘RE 1825 
CHART B 


Wao Pays ran Taxus? 


Although the states impose upon in- 
surance companies the responsibility 
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for payment of these various special 
taxes, the companies necessarily charge 
them to overhead expense which is 
passed on to policyholders. ‘The re- 
sult is the policyholder pays a larger 
sum for his insurance or else he de- 
cides, to his own detriment, to carry a 
smaller amount because of the in- 
creased cost. 

In addition to the taxes themselves, 
the cost of collecting and turning these 
monies over to the proper authorities 
creates a large extra expense which 
must be paid by policyholders. In 
other words, the state not only imposes 
these taxes upon policyholders, but 
also makes them pay the collection ex- 
penses. 


Cost oF COLLECTION 


It has been estimated that the cost 
of collecting this great variety of taxes 
runs as high as ten to twenty per cent 
of the amount of the taxes, according to 
the type of insurance. The following 1l- 
lustration will show how these expenses 
occur: A fire insurance company oper- 
ating in a number of states must keep 
its records so that the premium taxes 
and all the above mentioned variety 
of other special levies may be com- 
puted for each state. In some states 
it may also have to compute upon dif- 
ferent bases the amount which it cwes 
each city and town. As it is essential 
for the company to keep pace with the 
manifold changes in the tax laws of our 
various states, experts must be em- 
ployed. 

The cost of the clerical, administra- 
tive and other overhead expenses in- 
curred in collecting these taxes as well 
as the commission paid to agents on 
that portion of the premium represent- 
ing taxes must be borne by the policy- 
holders, even though it does not show 
up separately from other overhead 


expenses in the insurance company’s . 


balance sheet. 
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Lack or UnirormM METHOD3 


The taxation methods of the various 
states are quite diverse. In most cases 
the systems used are unsound, besides 
placing a very heavy burden upon 
policyholders. So the reader may 
know the types of taxation whick have 
been adopted in his state, a table has 
been prepared which shows the usual 
forms of taxes levied upon fire and life 
companies in each state of the Union.” 
It is worthwhile to note the dissimilar- 
ity between the processes of the va- 
rious states in levying special taxes as 
well as to emphasize the unsound 
economic character of the majority of 
these levies. 


The Premium Tax 


Probably the most unjust special tax 
paid by policyholders is the premium 
tax. The percentage collected varies. 
In some states it is based on the gross 
premiums collected; in a number of 
others, it is based on the gross pre- 
miums less return and reinsurance 
premiums; while in still others, the 
amount on which the taxes will be 
levied is determined in ways different 
from either of these. 

When return premiums or dividends 
to policyholders are not deducted, a 
tax has been placed upon funds which 
are not used for providing protection 
and which actually belong to the policy- 
holder. When a deduction is not per- 
mitted for reinsurance premiums paid 
to a company to which part of the in- 
surance has been ceded, and that com- 
pany also pays a tax on the premiums 
it received from the direct writing 
company, there is double taxation. 
Many states allow no credit for insur- 
ance ceded to non-admitted compa- 
nies, while several levy an even higher 
rate on business ceded to unauthorized 
companies. 

Inasmuch as the tax levied upon the 

2 See p. 201. 


194 


gross receipts of an insurance company 
is similar in its effect to the tax upon 
the gross turnover of any other busi- 
ness, this fact must be kept in mind in 
any comparison that is made between 
taxes on insurance and on such other 
business. To be comparable, the tax 
on industrial plants or mercantile es- 
tablishments should be on gross sales. 
A tax of three or four per cent on the 
gross sales of a business or on the aver- 
age deposits in a bank, however, would 
result in a wave of protest. Yet the 
tax on insurance is just as real, al- 
though not so apparent. 

As the premium tax must be paid 
whether or not the company is oper- 
ating at a profit, it is thus levied on 
losses and indebtedness. Since this 
will tend to discourage rather than 
promote the growth of insurance, it is 
necessarily an unsound means of tax- 
ation. Furthermore, the premium tax 
is inequitable: 

(a) As between policyholders—since 
this tax is levied upon premiums, it is 
evident that the premium paid by a life 
insurance policyholder having one of 
the higher premium forms of policies, 
such as endowment, or a policy taken 
out at a late age, is subject to a greater 
tax. For example, we find by using 
the rates of one life insurance company 
that its premium on an ordinary life 
policy issued to a man age forty-seven 
would be subject to over twice as much 
tax as on a similar policy issued to a 
man age twenty-five, because the an- 
nual premium gis a little more than 
double for the older age. .No other 
form of tax is levied so as to be depend- 
ent upon age, and there appears to be 
no justification for a form of taxation 
which has such effect. 

Because of the extra mortality of in- 
dustrial policyholders and the heavier 
expense loading which is necessary to 
meet the cost incidental to the method 
of collecting premiums, the premium 
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rate is higher for industrial than for 
ordinary insurance. In view of the 
fact that the taxes are based on pre- 
miums, the industrial policyholders as 
a class consequently pay a greater 
amount of tax in relation to the amount 
of insurance than the holders of ordi- 
nary policies. “The individual, there- 
fore, who is badly in need of insurance, 
but must carry it on a weekly payment 
plan because of his financial circum- 
stances, is thus penalized by the state. 
This is obviously unfair. 

The same situation as regards dis- 
crimination between policyholders ap- 
plies equally well to the holders of fire 
or casualty insurance contracts on 
risks having a greater hazard. For 
example, the manufacturer of a product 
which is inflammable must pay a larger 
tax in proportion to the amount of in- 
surance carried than the manufacturer 
of a product to which no fire hazard is 
attached. 

(b) As between policyholders in 
different states~-when different states 
charge varying rates on premiums col- 
lected by life insurance companies 
within their borders, the policyholders 
in states with the lower rates of tax 
must contribute to pay the taxes in 
states where the rates are higher. 

In some states we find that the state 
legislators use the gross premium 
method of life insurance taxation as an 
inducement for the companies to invest 
their assets within the state. In Colo- 
rado, for example, no tax is payable if 
fifty per cent of the total assets of a 
company are invested there, otherwise, 
the tax is two per cent on gross pre- 
miums. In North Carolina a gross 
premium tax of two and one-half per 
cent is imposed which may be reduced 
to one and one-fourth per cent if the 
companies invest in that state twenty- 
five per cent of their total assets. In 
the event the insurance companies in- 
vest seventy-five per cent of these 
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assets, the rate is reduced to one- 
quarter of one per cent and the com- 
panies’ license fee is also lessened. 
Under the so-called Robertson Jaw in 
Texas, the rate is three per cent on 
gross premium receipts subject to re- 
duction to 2 6/10 per cent when invest- 
ments in Texas securities equal thirty 
per cent of Texas reserves, 2 3/10 per 
cent when they equal sixty per cent and 
two per cent when they equal seventy- 
five per cent of such reserves. 

Georgia, Idaho and South Carolina 
also reduce the rate according to the 
amount of reserve invested in their 
respective states. Since different com- 
panies may as a result be paying differ- 
ent rates of taxation, discrimination 
between policyholders in the same state 
is inevitable. While the illustrations 
which have been cited apply to life in- 
surance premiums, the same method of 
taxation is used for premiums on other 
types of coverage. 

The investment of insurance assets 
should not be confined by legislation 
within state borders. One of the fun- 
damental rules of insurance finance is 
that there should be a broad distribu- 
tion of risk in making investments. 
Safety of principal and an assured in- 
terest return are primary considera- 
tions. Reduction in premium taxes 
which must ultimately be paid by 
policyholders should not be held out as 
an inducement for the violation of fun- 
damental principles. If it is, policy- 
holders may pay a far greater sum 
through insecurity or lower yield of 
invested assets than the amount of the 
unjust premium taxes. 


License Tax and Taz for Filing Annual 
Statement 


In many states each company is re- 
quired to pay an annual license tax 
before it can operate. This ranges 
from a very small amount to $300, as in 


Maryland and Wisconsin. In the lat- 
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ter state the fee is in lieu of all premium 
taxes except retaliatory taxes. A fee 
is also charged for filing the company’s 
annual statement. This likewise va- 
ries in amount, running as high as $100. 

While these fees may be compara- 
tively small in some states, it must not 
be forgotten that many companies 
transact business in a number of states 
and, therefore, have a multiplicity of 
such fees to pay. The total amount 
collected in this manner is therefore 
large. 

Even though insurance companies, 
which have their own agencies or 
brokerage contracts, have paid their 
annual license fees, they cannot procure 
business in most states until their repre- 
sentatives, agents or brokers pay indi- 
vidual annual license fees. 


Agents’ and Brokers’ Licenses 

The regulations as to licensing agents 
and brokers are quite different in the 
various states. In most states the local 
agent pays a fee ranging generally be- 
tween $1.00 and $10.00. Georgia 
charges a special or general agent of a 
life insurance company an annual 
license fee of $100. Several other 
states do likewise. There is a con- 
stantly increasing number of states 
which charge general, special agents’ 
and adjusters’ license fees. The prac- 
tice of charging for brokers’ licenses is 
not universal, but in a number of states 
which do so the rate is very high. 


Publication Fee 

Many states require that a com- 
pany’s certificate of authority, annual 
statement, or abstract of annual state- 
ment be published a given number of 
times in a certain designated class of 
papers. In some cases this is attended 
to by the state at the company’s ex- 
pense—while in others the company it- 
self must make provision for such pub- 
lication. The number of times and 
the number of papers in which publica- 
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tion must be made vary in different 
states. For example, the company's 
certificate of authority must be pub- 
lished in Ohio in each county where 
there is an agency. In Minnesota, an 
abstract of the annual statement must 
be printed three times in one news- 
paper in the three most populous coun- 
ties. The fess charged may be the 
actual publication expense, the au- 
thorized rate for legal notices, or an 
amount determined by some other 
method. 

It does not seem the publication of 
an annual statement or the company’s 
certificate of authority should be re- 
quired. -Inasmuch as the great ma- 
jority of people do not read and cannot 
understand these statements, the 
money paid for printing them is a use- 
less expenditure. In the event a 
policyholder or prospective’ policy- 
holder desires detailed information 
regarding any particular company, he 
is always able to obtain same from the 
company itself or from the insurance 
commissioner of his state. Since the 
fees paid by a company which operates 
in many states are quite large with no 
resultant good to the policyholders who 
are obliged to pay them, there appears 
to be no justification whatever for their 
continuance. 


Fire Marshal Taz 


A great many states levy a tax based 
on fire insurance premiums, usually 
ranging between one-tenth and one- 
half of one per cent to raise funds for 
supporting the office of the state fire 
marshal. As the purpose of this office 
is to investigate fires, prosecute arson 
cases and conduct fire prevention activ- 
ities, it is of zeneral service to all 
property owners in the state. ‘The 
taxation of fire insurance policyholders 
alone for the purpose of supporting it 
is inequitable since non-policyholders 
profit just as much from its operation. 
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In Ohio, for example, there is a tax of 
one-half of one per cent of the gross 
premium on fire insurance for the main- 
tenance of the fire marshal's office, but 
in Ohio the duties of the fire marshal 
are not even limited to the work of pre- 
venting and investigating fires. He 
must go around among the eating 
houses and inspect them and make 
certain that they conduct their affairs 
in a manner conducive to public health 
and happiness. He must make sure 
that the hotels are kept clean and sani- 
tary, and he must consider the comfort 
of the weary traveler overtaken by 
night within the borders of the state. 
To such he must insure the full protec- 
tion of the law governing the length of 
sheets upon the beds. The fire insur- 
ance policyholders of the State of Obio 
are paying the fire marshal for perform- 
ing these and other public services—the 
policyholders alone and no other class 
of citizens. ` 


Fire Department Taz 


Taxes ranging between one-half and 
two per cent of fire insurance premiums 
are collected in a number of states for 
the purpose of supporting local fire de- 
partments and firemen’s relief funds. 
The necessity of maintaining adequate 
fire departments and of providing relief 
funds for injured firemen is recognized, 
but as in the case of the fire marshal’s 
tax, it is unfair that one particular 
group of citizens should be singled out 
to bear the cost of a service which 
benefits all residents. 

Special taxes levied for the purpose of 
operating salvage corps or fire patrols 
are subject to the same criticism. It is 
unquestionable that these organiza- 
tions are of real value in saving prop- 
erty threatened by fire, and salvaging 
that which might otherwise have been 
a total loss. In their operations, how- 
ever, they make no distinction between 
policyholders and non-policyholders, 
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but the policyholders pay for their sup- 
port. For example, the City of Phila- 
delphia collects a one and one-fourth 
per cent tax on net fire insurance pre- 
miums which 1t uses to operate the fire 
patrol. 
Retaliatory Tax 

The great majority of states have 
retaliatory legislation which usually 
applies to all forms of licenses, taxes 
and fees. Although the retaliatory tax 
is designed to penalize the companies 
of a state where a higher rate is charged, 
it may indirectly recoil upon companies 
and citizens in its own state. Its 
citizens may be policyholders of the 
company on which the tax is levied. 
For this reason, the existence of re- 
taliatory laws in other states may at 
times have been a contributing factor 
in persuading a legislature against a 
proposal for an increase in the premium 
tax rate. 


Reciprocal Tax 

A very commendable system of tax- 
ation has been adopted by several 
states for the upbuilding of ther do- 
mestic institutions by what is known 
as reciprocal taxation. Under this 
method any favorable treatment re- 
ceived by a domestic company in other 
states is reciprocated. The taxes and 
restrictions are modified for the com- 
panies of those states whose laws ac- 
cord, to the domestic company, treat- 
ment less expensive or severe than the 
law which the initial state prescribed 
for the conduct and government of 
companies generally. 

The term retaliatory taxation is often 
wrongly designated as reciprocal. A 
favor is reciprocated and a wrong re- 
taliated. A state having reciprocal 
laws reciprocates favors shown its do- 
mestic companies by other states and 
thereby encourages and assists in the 
growth and stability of its domestic 
institutions. 
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Count: and Municipal Licenses and 
Taxes 


Taxation of insurance by counties or 
municipalities except on real property 
is forbidden by most states. There are 
a number which permit these local 
jurisdictions to levy taxes on Insurance 
companies and on their agents. The 
methods used by these various local- 
ities are quite diverse. For example, 
in Alabama each city may levy upon 
life insurance companies a certain basic 
fee dependent upon the size of the 
city, as well as a one per cent tax on 
gross premiums collected therein on 
business issued during the tax period. 

In the State of Mississippi there is a 
body known as the Levee Commission- 
ers of the Yazoo-Mississippi Delta 
Levee D:strict. By act of the legisla- 
ture this Levee District is authorized 
and levies the same privilege taxes on 
insurance companies that are levied by 
the state Consequently, in addition 
to paying $200 per annum for the privi- 
lege of doing business in the State of 
Mississippi, companies in the Yazoo- 
Mississippi Delta Levee District, com- 
prising ten counties, must pay an 
additional 8200 for the privilege of 
maintainirg an office and agents in 
the Levee District. 

At the pzesent time there are approx- 
imately 125 or 180 cities and towns in 
Missouri which collect a municipal 
license tax from insurance companies 
amounting to one per cent or more of 
the premiums received. 

Using fire insurance as an illustration, 
it was recently brought out in a hear- 
ing in Kentucky that municipal tax 
charges against fire insuranee companies 
range from ¿5.00 to $75,028,75. These 
taxes are, of course, being paid by 
policyholders in addition to the special 
taxes imposzd by the state. It was 
also developzd that the cost of main- 
taining a salvage service for Louisville 
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was assessed upon the insurance com- 
panies and peid by the policyholders. 
Such salvage services are designed to 
keep at a minimum the amount of 
property damaged as a result of fire or 
water used in fighting fire. This is a 
municipal furction just as much as the 
maintenance of fire departments or 
health departments. There are other 
cities which indirectly tax policyholders 
for the maintenance of salvage corps, 
organizations which function not only 
in behalf of policyholders but the com- 
munity generally. In effect, the policy- 
holders, a special class of citizens, are 
maintaining these organizations for the 
protection of the general community. 


Miscellaneous Taxes 

Numerous illustrations of other types 
of taxes may be cited. For example, 
in Kansas there is a flat tax on every 
insurance company of $50 for the school 
fund. In Oklahoma all life insurance 
premium taxes are segregated to a fund 
for the support of the schools. There 
appears to be no special reason why 
insurance companies should be called 
upon to maintain the schools by direct 
taxation, any more than jewelers as a 
class should beso taxed. In the end, the 
policyholder and not the company pays 
it. 

RECOMMENDATIONS 

The Advisory Committee to the 
Insurance Department of the National 
Chamber has carefully reviewed the 
existing special insurance taxation situa- 
tion as related to the interests of policy- 
holders. The committee did not con- 
sider taxes paid by insurance companies 
in common with other forms of busi- 
ness. The following recommendations 
were made: 

Special taxation should be limited to 
such a total as will adequately support the 
state’s insurance departmental supervision. 
Any exceas is unjust in that it is levied on 
only a portion of the public and is dis- 
criminatory against those who believe in 
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thrift and protection and is wasteful in that 
it is obtained at a collection cost far beyond 
that of regular taxes. For the policy- 
holders’ benefit these evils should be cor- 
rected. The following specific recommen- 
dations are made toward this end: 

I. While the Insurance Advisory Com- 
mittee does not believe in the equity or 
justice of the present system of premium 
taxation, it nevertheless thinks this system 
may have to be continued for some time to 
come. In this event, the Insurance Ad- 
visory Committee believes— 

(1) There should be a material reduction 
in the amount of premium taxes collected. 
As indicated above, these should be limited 
to such a total as will adequately support 
the state’s insurance departmental super- 
vision. 

'2) In fire and casualty insurance, rein- 
surance and returned premiums, dividends 
to policyholders and losses should be de- 
ducted from gross premiums before the rate 
of taxation is applied to the premium 
income. 

(8) In life insurance, reinsurance, cash 
and applied dividends to policyholders, 
matured losses, endowment and cash sur- 
render values should be deducted from gross 
premiums before the rate of taxation is 
applied to the premium income. 

(4) The above method of taxation should 
be made uniform throughout the country. 

Il. The Insurance Advisory Committee 
thinks it highly desirable to have the fol- 
lowing licenses, taxes and fees consolidated 
into a single payment: 


. License taxes. 

. Taxes for filing annual statements. 

. Publication fees. 

. Fire marshal taxes. 

. Fire department and relief fund taxes. 

. Agents’ and brokers’ licenses. 

. Retaliatory taxes. 

. Municipal licenses and taxes relative 
to fire insurance. 

. Other miscellaneous fees, such as 
those for supporting salvage corps, 
etc. 


The amount of the single payment to re- 
place the numerous state charges above 
mentioned should not be higher than the 
corresponding franchise or capital stock tax 
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levied upon other business corporations. 

JT, It is recommended that the State 
Insurance Department be supported by an 
appropriation from the legislature and not 
from the numerous types of taxes and fees, 
the abolishment of which has been recom- 
mended. ‘The state insurance department 
should primarily be considered as a service 
organization rather thana meansof revenue. 


The United States Chamber of Com- 
merce is definitely opposed to the exist- 
ing system for special state insurance 
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taxes. In 1924 member organizations 
committed it to the following resolu- 
tion: =~ 


Special state taxes now levied on policy- 
holders through insurance companies should 
not be considered as a source of general 
revenue but should be reduced to the total 
in each state which will adequately support 
such state’s departmental supervision, and 
a uniform principle of taxing the holders of 
insurance should be adopted throughout 
the states. 


S>vEcIaL Sram Insunanca License, Taxes AND Fens COLLECTED nv 1925 
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otal (so far co |for Barvice to) for Other 
States State Insur- | State Treas- [4 RePorted); Department |Polioyholders| State Pur- 
ance Depart-[urer or Other posea 
ment Offcial 
Pe ceni Pe cont 
AJEDADA occ... Bein’ $768,020 $2,900 $770,820 3.45 90.54 
Arizonf....2. ...<.... 258,488 | ........ 258,488 1.82 98.18 
ArkAans8RA........ ....... 516,607 47,250 583,857 3,10 98 .90 
CaliforniA........»..... 219,992 4,368,885 4,588,877 1 45 98.55 
Colorado... .. ass ...... 642,687 |  ....-... 043,687 6 38 93.64 
Connection’ .......o .... 764,289 4,412,173 5,178,482 1 05 $98.95 
Delawar8,... ......... 148,175 E E 148,178 3 85 06.15 
District of Columbia ....| wee eee 209,754 299,754 6.64 03.36 
Floris A iakokws Wal). Saree wae . |a 817,573 817,573 .90 909.10 
Gostelas ods hi cas wate 769,917 |  ........ 769,917 1.63 98.37 
TADO dt 213,162 ss 212,162 5.85 94.14 
TIOS oca 5,175,085 848,149 5,821,204 3.25 28.78 
Indien ais 1,687,887 |  ....-... 1,657,837 4.08 95.92 
lowa...... A 183,041 1,220,086 1,403,707 7.88 92,12 
Kaneaa..... PA 1,031,605 | ........ 1,081,605 4.75 96.25 
Kentusky......... OS 943,034. a 943,984 4.33 95.68 
Lomeiars.........o. wooed 88,000 | — ........ 85,000 ehea sisar 
MEMO vaciar ee 44,828 404,496 449,324 2.69 97.31 
Maryland esi sks ne oceans 898,956 | ....... ; 898,958 523 94.77 
Massach usotta re 308,881 2,053,584 2,900,445 4.14 95.88 
Miobigan........... ` 2,554,443 25,508 2,579,051 8.48 98 52 
Minnesota .............. 134,010 1,479,011 1,614,827 3.83 90 17 
i Ga aa aaa ET 609,187 | ...... vis 609,187 1.40 08.60 
Miwmouri, ...oo ooo ooo...» 132,852 2,203,985 2,836,837 8 68 98.34 
Motttanm.. cece ec eee oo.. 285,562 13,475 299,037 3 79 96 21 
Nebraska... ee eee eee 488,828 22,282 491,210 6.11 93 88 
NovadK............. Pe 24,444 5,000 29,444 6.11 93,80 
New Hampshira ......... $2,417 285,091 318,108 3.11 998.89 
Now Jermey...... ....o.o. 1,786,672 1,716,888 3,453,538 B 77 04 23 
New Mexio0............. 108,148 | ........ 108,148 5.053 , 94095 
Now York  ............ 2,233,820 5,194,231 7,427 551 8.43 91.52 
North Carolina.......... 1,434,465 | ........ 1,434,466 2.22 97.78 
North Dakota........... 278,808 | b 1,500 280,308 5.40 94.60 
Diiis ar a 230,910 4,438,018 4,668,927 1.68 93 32 
Oklahoma... ......ooo oo. 811,871 131,792 943,663 8 58 06.44 
Oregon... . ..ooooooma»» 666,819 sie sees ae 665,819 5 13 94.87 
Pennsylvanla......... «..| 8,561,838 261,803 6,828,641 1.91 98.09 
Rhode Island............ 23,341 514,688 538,029 2.00 97.10 
South Caroling... ...... 405.471 |, ....... é 405,471 4 53 95.45 
Bouth Dakota......... ` 43,835 363,493 407,328 3.78 96.24 
TENDIDO. ...oo o... nee 1,321,440 |  ........ 1,321,440 22 97.80 
TO ci 2,041,008 | ........ 2,041,003 1 70 98.30 
Utah sad era 201,005 | ........ 201,005 8.75 90.25 
Vermont. ,..ooooo.ooo.o..». 28,010 261.231 287,241 2.57 97.43 
VUE nasa ado 63,783 1,288 339 1,352,092 4.09 95.01 
Washington : aay 1,078,800 |}  ........ 1,079,800 5.91 94.09 
West Virgania........... 780,908 |. ...ocno».o. 780,908 2.01 97 99 
Wisconsin. ...ooooo momo.» 1,985,830 |  ........ 1,885,530 2 33 97.87 
Wyoming......... Dota 124,824 | ....... z 124,824 8 04 21.98 
Totale-—-1925.......... $39,058,908 | 832,880 723 | $72,830,721 | $2,661,317 8 63 96.35 
Totale~~1924....... ...| 34,858,928 | 32,872 643 67,731,570 | d 2,513,467 | d 3.71 d 96.29 
Totals~1823.......... 26,550,951 | 33,190 878 | 59,741,828 2,814,565 8.87 96. T3 
Totale--1922... ...... 24,659,891 28,358.198 53,015,799 2,323,889 4 37 93.63 






o—Capital stock tax not included. b-—Estimated by Insurance Commissioner. o—~Expenses not segregated. 

¢d—Tke difference between this figure and the 1924 total shown in Bulletin No 21 is due to a correction in the 
North Carolina figure, received from the Insurancs Commissioner of that state sinos the publication of Bulletin 
No. 31. 


Nors.-~-While the tabulation ls complete insofar as insurance department expenses are concerned, exoept for 
Louialara, it is Important to note that in the case of some states all the taxes, licenses and fees are not included. 
As regards state levies, this is because part of them are paid to state treasurers and other officials whose books may 
be kept ın such manner as to render it impossible to segregate the insurance data, As for the amounts collected 
by counties anc municipalities in those states permitting local jurisdictions to tax insurance companies and their 
agents, it was found no central state agency had ocmpiled the information, Among the states where local taxes 
or fees were levisd but the amounts were unsvailable are Alabama, Florida, Georgia, Kansas, Kentucky, Louisiana, 
Maryland, Mississippi, Missourl, Nebraaka, Nevada, Ohio, South Carolina, West Virginia and Wyoming. 
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eorporated under foreign governments. Compan:es of other states pay a premium tax only under remprocal 
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State Insurance Funds: Optional and Monopolistic 


By Dayin McCanan 


Assistant Professor of Insurance, Wharton School of Finance and Commerce, 
University of Pennsylvania 


HE growing extent to which in- 
surance in its manifold forms has 
been utilized by the great masses of our 
population during recent years, to- 
gether with the vast assets which, by 
the very nature of the business, have 
been accumulated by insurance com- 
panies, has resulted in considerable 
legislative attention.being focused upon 
this institution. Laws have not always 
been confined to the supervision and 
regulation of private companies m 
order to safeguard the rights of the 
public, but in some cases have been 
designed to place the state in the 
position of an insurance carrier either 
in competition with private companies 
or to their exclusion. A variety of 
reasons has been advanced for this. 
The government life insurance plan 
was adopted as a war measure, teachers’ 
and publicemployes’ retirement systems 
have been devised to assist faithful 
workers in their endeavor to provide 
for old age, and bank guaranty laws 
represent an effort to protect the public 
from the hardships incident to bank 
failures. One motive which appears 
to have wielded considerable influence 
in the creation of some types of funda 
is a belief, especially on the part of 
those unversed in the knowledge of 
insurance underwriting, that the state 
can furnish insurance protection and 
all its ccllateral services at a lower cost. 
Before proceeding to a more detailed 
analysis of the funds which have been 
established by various governmental 
agencies, it may be helpful to consider 
the amount of business transacted by 
them as a whole. 


The premium income received in 
19251 by the parcel post and registered 
mail insurance funds, soldiers’ and 
sailors’ life insurance fund, government 
employes’ retirement fund and District 
of Columbia teachers’ pension fund, 
all of which are operated by the Federal 
Government, totaled nearly $80,000,- 
000. At least a like amount should be 
added for the state funds described in 
this article. As there are also numer- 
ous county and municipal insurance 
and pension plans in existence, an 
estimate of $200,000,000 as the amount 
received in the year 1925 by all govern- 
mentally operated insurance, pension 
and guaranty funds is doubtless con- 
servative. 

The following pages will be devoted 
to a brief review of the various funds 
created by different states which may 


‘properly be considered of an insurance 


nature. No attempt will be made to 
cover the Federal funds referred to 
above or the county and municipal 
insurance plans for protecting public 
property or providing pensions to 
teachers or public employes. 


Tome or ENACTMENT 


The states had done very little 
towards the creation of insurance funds 
prior to 1910, but the period 1911 to 
1915 inclusive witnessed considerable 
activity along this line, which was 
maintained also during the succeeding 
five years. Since then fewer funds 
have come into existence and a number 


1 All figures used in this article are for the 
calendar year stated or fiscal period ending in 
that year, unless otherwise noted. 
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have been rendered inoperative by re- 
peal of the law, exhaustion of the fund, 
cr withdrawal of contributorz. The 
trend in the establishment of insurance, 
pension and guaranty funds may be 
seen by referring to the subjoined table. 
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possibility of state funds in connection 
with proposed compulsory automobile 
lability insurance legislation has also 
received considerable attention, though 
it is difficult to understand how a state 
could write liability insurance since the 


Dares or ADOPTION 








(State Fund Laws) 
a t 
© 
13 E E p 
Si E E E 
eB F 33 3 [Eos 
= © 5 = o 5 33 13% 
T E ae A HERIR 
Before 1905... .. 6 9 
1906-1910.... .. 2 8 
1911-1915 ... .. 1 8 85 
1916-1920 . 1 7 26 
1921-1925. 2 s3 11 
2 2 18: | 89 


a Maryland school pension fund nat included. 
b Oklahoma hail law repealed in 1925. 


* Oklahoma bank guaranty law repealed in 1928. 





4 Washington Bank Guaranty fund now inoperative—all member banks have withdrawn. 

* New Jersey fire fund not yet in cperation—Michigan and Minnesota funds exhausted. 

f Vermont fire fund not yet in operation—South Dakota’s is an emergency reserve appropriation. 
€ Colorado, Iowa and Oregon’s funds are established by appropriations to be used as emergency 


reserve. 
b Many of these funds are inoperative. 


Nora.—Arizona, Nevada and Rhode Island have teachers’ pension laws but since they are non- 
contributory and do not provide for the creation of a fund, they have been omitted from the tabu- 


lation. 
the same reason. 


Notwithstanding the fact that fewer 
funds were initiated between 1921 and 
1925 than during either of the two 
preceding five-year periods, there was 
nevertheless a great amount of agita- 
tion for state insurance. Some idea of 
the extent of this as respects workmen’s 
compensation may be obtained from 
information supplied by F. Robertson 
Jones, Secretary-Treasurer, Workmen’s 
Compensation Publicity Bureau set 
forth in the footnote below.? 


2 Excerpt from letter of December 18, 1926. 
“During the years 1921-26, inclusive, bills to 
create monopolistic state workmen’s compenga- 
tion insurance funds have, according to our 


The' 


Connecticut and Maine have state employes' pension laws which have been excluded for 


very nature of that type of coverage 
would thus place a governing body in 


records, been introduced and subsequently 
defeated in the following states and territories: 


Alaska—1921 and 1928 

Arizona—1921 

Connecticut —1921 

District of Columbia—66th, 67th, 68th and 69th 
(bill pending) congresses 

Florida—1921 and 1925 

Georgin—1922 

Tlinois—1921 and 1925 

Kansas—1921 

Kentucky—1922 

Maine—1921 

Massachusetta—1922, 1928 (2bills), 1924 (2 bills), 
1925 and 1926 (2 bills) 
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the position of defending one citizen 
against another. 


TYPES OF FUNDS 


The following analysis of the types 
of funds, the extent of their operations 
and the results achieved can of neces- 
sity touch only the high points because 
of limited space, but it is hoped it may 
serve to point out the tendencies and 
perhaps certain of the dangers incident 
to particular types of state insurance 
activities. 


WoRrxmMEN'S COMPENSATION 


Under the workmen’s compensation 
laws of most states, employers are 
obliged to guarantee the payment of 
certain prescribed benefits to workers 
injured in industry. 

Monopolistic.—Nevada, North Da- 
kota, Ohio, Oregon, Washington, West 
Virginia and Wyoming require all 
workmen’s compensation insurance to 
be written with the state fund. In 
three of these self-insurance is per- 
mitted and in two others private 
employers may Carry employer’s lia- 
bility insurance, as the law is elective. 


Minnesota—-1921 and 1928 
Missou"1—1921, 1928, 1924 and 1926 
Nebraska—-1925 

New Jersey---1921 

Wisconsin—-1923 and 1925 


“During the same years, bills to create such 
monopalistic state funds where competitive state 
funds already existed were introduced and 
subsequently defeated in the various states as 
follows: 


Idaho—1921 

Maryland—1024 

Montana—1921 and 1923 

New York—-1921, 1922, 1928 (2 bills), 1924, 1925 
and 1926 

Utah-—1923 


“Furthermore, m 1925 bills to create competi- 
tive state funds were introduced in Arisona and 
Tllinois—the Arizona bill of that year being 
enacted and now in effect and the Illinois bill 
being defeated.” 
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In the latter cage common-law defences 
are removed, but in spite of that fact 
many employers in Oregon avail them- 
selves of this privilege. 

Competitive—Arizona, California, 
Colorado, Idaho, Maryland, Michigan, 
Montana, Pennsylvania, New York 
and Utah have created funds with 
which the employer may carry his 
workmen’s compensation risk if he so 
desires, although he is given the option 
of taking insurance with a private 
company or becoming a self-insurer 
upon meeting certain standards of 
solvency. 

During the year 1920, when all state 
compensation insurance funds, other 
than Arizona,’ were in actual operation, 


their combined premium income was 


19.0 per cent of that written in the 
United States by the principal types of 
carriers (reciprocals and self-insurers 
being excluded since no data were 
available). For the year 1925 the 
ratio was 17.1 per cent. This change 
was in part due to a growth in the 
amount of business written by stock 
companies in states not having com- 
pensation funds and in part to a drop 
in the premium income of monopolistic 
funds not entirely offset by an increase 
in the competitive. The premiums 
received by each type of carrier during 
the years 1920 and 1925 will be found 
on following page. 

While the state funds did not bulk so 
large in 1925 for the country as a whole, 
the proportion written by the competi- 
tive funds as compared with private 
companies in those states where both 
types of insurance were available 
remained substantially the same, 
although the relative proportion re- 
ceived by some individual funds de- 
creased while that for others increased. 
Statistics for 1925 show the wide 

1 The Arizona fund did not commence activities 
until March, 1926, so has developed relatively 
little experience. 
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Per cent 

Amount Amount of T ot al 

Stock Companies * ................ 119,738,048 187,120,785 84.7 
Mutual Companies*.............. 39,099,998 38,572,881 18 2 
Monopolistic Funds ............... 24,885,416 21,202,828 10.1 
Competitive Funds...... 12,988,809 14,904,548 7.0 
$196,206,771 $211,890, 987 100.0 


* Data supplied by A. M. Best Company 


variance in the extent of business 
transacted by the different competitive 
funds. 





specified by law, the cost of paying 
them should be the same regardless of 
the type of carrier. The only saving 


Comparison or Prearcom Incoyve FOR 1925 Srarm FUNDS AND PRIVATE COMPANIES 


















s Í Per cent of 

Premiums Received Total Received 

State Private Total State | Private 

Funds Carriers ? Funds | Carriers 
CaliforniA........... .. oe $ 5,811,817 $13,503,463 $19,314,780 $0.1 89.9 
Colorado......oomooo sasan 554,869 1,385,108 1,939,974 28.6 71.4 
Tdabo ir o arenes 278,610 468,016 746,626 87.3 82 7 
Maryland i. ocscwss cesa 297,962 2,716,838 8,014,785 9.9 90.1 
Michigani sas aran ce etc 520,918 7,519,570 8,040,488 65 98 5 
Montana .......... 253,055 170,173 429,228 59.0 41.0 
New York .......... 4,246,429 48,140,650 52,887,079 8 1 91.9 
Pennsylvania...... 2,661,208 12,151,552 14,812,755 18.0 82 0 
Utab.. ...... 280,190 697,465 977,645 28.7 718 
814,904,549 886,758,817 ' | $101,663,860 $5 8 


The California, Colorado, Idaho, 
Montana and Utah funds have a 
monopoly of insurance on public em- 
ployments and contracts on public 
works. This accounts in part for the 
very much higher percentages they 
show. 

One of the principal arguments 
advanced in support of state compensa- 
tion funds is the lower cost of operation. 
Inasmuch as the scale of benefits to 
which injured workmen are entitled is 





therefore would arise from a lower 
expense of operation. The ratio of 
administrative expenses to premiums 
written was 5.6 per cent for monopolis- 
tic funds in 1925 as compared with 
approximately 4 per cent for the same 
carriers in 1920. For competitive 
funds the ratio was 15.9 per cent in 
1925 which is a very material increase 
over the 10.6 per cent ratio for 1920. 
These percentages are based upon 
actual expenditures and do not take 
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into consideration the fact that monop- 
olistic fund figures ordinarily include 
all expenses incident to the administra- 
tion of the compensation law and 
neither set of figures includes allowance 
for office space, supplies, legal services, 
etc., furnished to the fund in many 
states without being charged against 
its expense account. Only California 
and Utah pay state premium taxes, the 
rate being 2.6 per cent in the former and 
1.5 per cent in the latter jurisdiction. 
In order to make an accurate compar- 
ison of costs with private companles, 
an adjustment should be made for all 
these factors. If such were made, 
there is every reason to believe the 
average expense ratio for competitive 
state funds has so increased in late 
years as now substantially to Aproz: 
imate that for mutuals. 

It would be misleading to pien 
comparative expense ratios without 
some reference to the types of services 
performed by the different carriers. 
One of the most glaring deficiencies, 
from the standpoint of service, has been 
the entire lack of safety activities in 
the monopolistic funds until recent 
years and the disregard of such service 
by all except a few of the larger com- 
petitive funds. The Washington mo- 
nopolistic fund is now carrying on a 
consistent program of accident preven- 
tion work and the Ohio fund hes 
recently initiated similar activities 
under a constitutional amendment 
(1928) and enabling act (1925) which 
permit one per cent of the premium 
income received from. employers to þe 
used for this purpose. Aside frora 
California, New York and Pennsyl- 
vania, little or no service of this nature 
is rendered by competitive funds. 
Some of the funds have no merit rating 
plans whatever while a number of 
others allow only an experience rate. 
As a whole it may safely be said that 
the maximum efforts are not being 
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- exerted to use merit rating as a means 


of reducing accidents, in spite of the 
emphasis being placed upon this by 
private companies. 

One reason for the lack of service in 
many funds is the budgetary limit 
which is placed upon their expendi- 
tures. This restriction is reflected not 
alone in the curtailment of activities 
designed to prevent loss, which activi- 
ties are fundamental to any well- 
rounded plan of insurance, but also in 
the inability of the management in 
some states to audit payrolls properly 
and thus be sure that each employer i is 
paying his just premium. 
officials of certain funds further aaa 
the limitation on their expenses makes 
it impossible for them to secure and 
maintain high grade employes and to 
conduct necessary home-office opera- 
tions as efficiently and pay claims as 
expeditiously as possible. Some like- 
wise assert that this is a very material 
handicap in their efforts to secure 
business. Though legislators may be 
cognizant of the short-comings enu- 
merated, little effort appears to have 
been exerted to remedy the situation. 


TEACHERS PENSIONS 


Arizona, Nevada and Rhode Island © 


have in force laws which grant pensions 
on retirement to teachers in public 
schools who have met certain require- 
ments as to age and length of service. 
These are non-contributory. A num- 
ber of states have never provided any 
pensions for school teachers, although 
they permit cities of a certain size 
within their boundaries to establish and 
operate local retirement systems. 
Nineteen,‘ however, have created funds 
having a state-wide application (in a 


‘California, Connecticut, Illinois, Indiana, 
Maine, Maryland, Massachusetts, Michigan, 
Minnesota, Montana, New Jersey, New York, 
North Dakota, Ohio, Pennsylvania, Vermont, 
Virginia, Washington and Wisconsin, 
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number of cases, large cities in the 


stete have their own funds and do not: 


come under the state plan) to which 
teachers, the state and in some 
mstances local school districts contrib- 
ute. ‘These may either be opticnal or 
campulsory. From the standpoint of 
inancial stability they may be divided 
into two groups. 

Actuarial.—When this plan is fol- 
lowed teachers ordinarily contribute 
fcur or five’ per cent of their salaries, 
which sums are accumulated with 
interest in separate accounts for each 
member in the same manner as savings 
deposits. At time of retirement, the 
accumulated contributions, including 
interest, are used to purchase an 
annuity of such amount as they will 
kuy according to a certain mortality 
table and a given rate of interest. 
Provision is generally made for with- 
arawal of savings in event of dismissal 
cr resignation and for their payment to 
beneficiaries in case of death and to the 
member in event of disability. 

The state usually offers to match the 
annuity provided by the teacher with 
a pension of like amount. Since 
zeachers with records of service prior to 
_ the enactment of the law might only 
receive a very small retirement income 
under this plan if they have but a few 
. years yet to teach, the state may grant 
an additional pension for the prior 
service. An annual appropriation is 
customarily allowed for establishing 
a reserve to meet current pension 
liabilities, but the accrued liabilities for 
prior service are so large that most 
states: cannot afford to appropriate at 
one time an amount sufficient to take 
care of them, so the cost is spread over 
a number of years. 

Cash Disbursements.—Teachers in a 
number of states make nominal con- 
tributions to the state retirement fund, 
such as #1 a month, which even with 
interest would be insufficient to pro- 
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vide much of an annuity at the end of 
their teaching service. No individual 
accounts are kept and the teacher has 
but a limited privilege of withdrawal, 
if any. The retirement salary is 
generally a fraction of the teacher’s 
average salary for the five years pre- 
ceding retirement, with minimum and 
maximum limitations. Pensions are 
paid from the teachers’ contributions 
and public appropriations but the ex- 
perience of states having such funds 
has been that the cost increases very 
rapidly and the accrued liabilities soon 
become enormous. 

In the past decade, the income of 
contributory state teachers’ pension 
funds has grown tremendously until in 
1925 the aggregate exceeded $31,500,- 
000. The size of some of these funds 
is evidence not alone of the important 
réle which they play in the economic 
affairs of teachers, but should be a 
warning to state officials of the neces- 
sity for making certain at once that 
they are on a safe financial basis. The 
tendency unquestionably lies in that 
direction and the more recent laws 
are on the whole sound in principle. 
Furthermore, a number of states, as 
Indiana, New Jersey, New York and 
Wisconsin, have in late years materially 
revised their former laws in order to 
place them upon a firmer foundation. 

Other states have either failed to 
recognize the condition of their funds 
or legislatures have done nothing to 
remedy it. Officials of four frankly 
admit their funds are actuarially un- 
sound or in a very weak position. In 
the case of California, for example, on 
November 80, 1924, the present value 
of annuities already entered upon was 
$4,246,950 and of probable annuities 
to be granted teachers then in 
actual service $46,211,940. As against 
these total liabilities amounting to 
$50,458,890, the assets on hand plus 
the present value of all probable future 
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income, including that from the in- 
heritance tax as well as teachers’ con- 
tributions, amounted to $17,610,437. 
On this basis, the deficit as of that date 
was $82,848,458. It is estimated the 
Minnesota fund has now about $1,000,- 
000 of assets and $10,000,000 of lia- 
bilities. If the experience of these 
funds does nothing else, it should at 
least emphasize the importance of 
making a careful study and employing 
a competent actuary before enacting a 
law, in order that there may be no 
question later as to the ability of the 
fund to pay pensions on which aged 
teachers are relying for support during 
their declining years. 


State Empioyes’ PENSIONS 


Although Connecticut and Maine 
pay straight pensions to retired state 
employes, only four states, so far as the 
writer has been able to ascertain— 
Massachusetts, New Jersey, New 
York and Pennsylvania—have con- 
tributory systems. All of these main- 
tain individual accounts for each 
member’s contributions. Annual ap- 
propriations are made in the last 
three states to meet accrued and 
accruing liabilities, but Massachu- 
setts pays its portion of the pension 
costs only when incurred. Provisions 
as to withdrawal, death, disability and 
for taking care of service prior to the 
enactment of the law resemble very 
closely those discussed for teachers’ 
pensions. With the exception of the 
Massachusetts fund, all others are of 
comparatively late origin. Their 
authors have apparently profited by 
the mistakes made in many of the 
teachers’ funds, although it may be 
noted that New York still has a sepa- 
rate retirement system for state hos- 
pital employes, which system is in bad 
financial condition. Efforts are being 
made to bring this under the general 
state employes’ retirement system. 
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Receipts from employes’ contributions 
and state appropriations of the Mas- 
sachusetts, New Jersey and New York 
funds during the year 1925 were 
$4,616,538. 


Han, 


Among those states whose crops are 
particularly susceptible to damage by 
hail, five—Montana, Nebraska, North 
Dakota, Oklahoma and South Dakota 
—have created funds to supply protec- 
tion against this hazard. The Okla- 
homa law has subsequently been 
repealed. Present funds are of two 
types. 

Automatic—All cropped land is 
automatically covered in North and 
South Dakota unless specifically ex- 
empted. A hail indemnity tax is 
assessed against the owner or tenant in 
the same manner as other taxes. North 
Dakota also levies for the benefit of its 
hail fund a one cent flat acreage tax on 
all tillable land whether or not insured 
by the state. 


Optional.—In two states farmers may 
obtain coverage against hail by apply- 
ing to the county assessor. When thus 
covered in Montana, the hail levy is 
included with other taxes against the 
land and collected in the same manner. 
Nebraska requires the premium for 
hail insurance to be paid in cash or by 
bank order. 

State hail insurance funds did not 
write any substantial amount of busi- 
ness until 1919. During that year, 
however, their income from assess- 
ments and levies represented 19.4 per 
cent of all premiums received by hail 
insurance carriers operating in this 
country. An idea of the changes 
which have subsequently come about 
in their relative importance as com- 
pared with private companies may 
best be obtained from the following 
table: 
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Premrom Recerers—Har. INSURANCE 
(in thousands) 


Stock and Mutual 
Companies * 





* Data supplied by National Underwriter 


The automatic funds of North and 
South Dakota received more than 
ninety per cent of the total levies and 
assessments paid to all state hail funds 
during the above seven years. While 
their annual income has suffered a very 
material reduction, particularly in 
1925, that of the optional funds has 
dwindled much more rapidly. The 
maximum receipts of all optional funds 
combined exceeded $900,000 in 1920, 
but were barely more than $100,000 in 
1925. 

Although the cost per acre has 
generzlly been lower than that charged 
, hy private companies, the variance in 
wle levy from year to year when the 
rate is not fixed in advance, the possi- 
bility of extra assessments, the un- 
scientific zoning and rating systems 
used until recently by certain funds, 
the occasional pro-rating of losses and 
frequent delays in their payment, and 
the lack of adequate catastrophe 
reserves and re-insurance have un- 
questionably created dissatisfaction 
with state administration of this type 
of coverage. All reduction in premium 
income cannot be attributed to these 
factors alone perhaps, since the general 
deflation of farm values and a more 
widespread knowledge by farmers of 
the manner in which they can exempt 
themselves from the operation of 
automatic laws have undcubtedly 


State Fund 


State Funds Per cent of Total 


exerted an influence. In 1925, North 
Dakota adopted a zoning system and 
South Dakota revised the one in opera- 
tion there. An effort is now being 
made in Montana to incorporate the 
automatic feature in its legislation. 


Bank GUARANTY 


The purpose of these funds is to 
protect depositors in state banks 
against loss which might be occasioned 
by the bank’s insolvency. 

Compulsory —Mississippi, Nebraska, 
North Dakota, Oklahoma and South 
Dakota have made the protection of 
deposits in this manner compulsory, 
though the law in Oklahoma has since 
been repealed. Texas banks must 
either be protected under the guaranty 
system or file a bond for the security 
of deposits. 

The maximum rate of assessment was 
set at one fourth of one per cent of the 
average daily deposits in Mississippi, 
North Dakota and South Dakota, and 
one fifth of one per cent in Oklahoma. 
The limits m Nebraska and Texas, 
however, were higher since Nebraska 
allowed an extra assessment of one half 
of one per cent (one per cent until 1928) 
in addition to its regular one tenth of 
one per cent regular assessment. In 
Texas, the regular assessment was 
placed at one fourth of one per cent and 
the maximum at two per cent. 


210 


Since the assessment privilege was 
so limited in the first four states named 
and adequate provision had not been 
made beforehand for unusual losses, 
these funds found themselves unable 
to weather the storm of the deflation 
period. As a result, Oklahoma was 
obliged to repeal its law at a time when 
it had $1,386,000 of Banking Board 
Warrants outstanding and owed de- 
positors of insolvent banks abcut 
$6,000,000. The latter amount has 
since been reduced by the liquidation 
of these banks, but the state bank 
commissioner thinks “it is not likely 
now that any of the Banking Board 
Warrants or any of the (remaining) 
amount due to depositors under the 
provisions of that law will ever be 
paid.” The Mississippi, North Da- 
kota and South Dakota funds now have 
outstanding liabilities approximating 
$43,000,000 with assets of about 
$640,000 and a possible annual income 
of $680,000. 

It is contended the Nebraska fund 
is the only one which has achieved 
success, but opponents claim it would 
be insolvent if obliged to pay losses on 
the thirty-seven banks now being 
operated by the Commission. Even 
assuming that body is able to put most 
of these banks back on their feet with- 
out loss, it is evident it would not have 
been able to meet all liabilities except 
for the special assessment privilege. 
The payment of the heavy maximura 
assessments in Texas has been a very 
severe drain upon the bankers of that 
state as a result of which state banks 
are rapidly leaving the guaranty fund 
and availing themselves of the bond 
security plan made possible under an 
act of 1925. An attempt by the South 
Dakota legislature in 1925 to repeal its 
guaranty law was repudiated by the 
voters at a referendum in November, 
1926, by being made a political issue. 

Optional—Membership is optional 
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in Kansas, but under a recent state 
supreme court decision certain penalties 
are attached to withdrawing from the 
fund when all liabilities to depositors 
of failed banks have not been met by 
the fund. On August 20, 1925, it was 
estimated that 84,500,000 in guaranty 
fund certificates were outstanding with 
less than $18,000 in the fund to meet 
them. The approximate amount 
which can be realized from assessments 
each year is about $350,000. Wash- 
ington likewise has an optional system 
but all member banks have exercised 
their right to withdraw from it. 


INSURANCE ON STATE PROPERTY 


Provision for payment of losses on 
state property occasioned by fire, 
tornado, and in certain cases other 
hazards, has been made in some states 
by the creation of funds. These are of 
two types. 

Emergency Reserve Appropriation.— 
A given amount may be appropriated 
which shall be used for replacing 
destroyed property. This may be an 
outright annual appropriation designed 
to build up in codrse of time a fund of 
substantial size but without any par- 
ticular reference to the value of theg 
property at risk. In Oregon, for 
example, $25,000 was to be set aside on 
July 1, 1925 and July 1, 1926, and 
thereafter the sum of $50,000 on July 
first of each year until 8300,000 shall 
have been accumulated. The first 
payment under this provision was 
immediately wiped out by a $25,700 
loss at the Oregon Agricultural College. 
Colorado provides for an annual appro- 
priation of $40,000 beginning with the 
fiscal year 1926 and limits the total 
that may be accumulated in the fund 
to $250,000. 

On the other hand, the appropriation 
may be intended to pay only for losses 
which take place during the period for 
which appropriations are budgeted. 
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Any amount not used reverts and a 
separate appropriation must again be 
made by the following legislature. 
lowa sets aside $100,000 every bi- 
ennium and South Dakota $150,000 
ennually under such laws. For the 
ten-year period ending June 30, 1924, 
the biennial losses in lowa ranged 
between $8,365 and $267,561. The 
lowest annual loss in South Dakota 
since the enactment of the law in 1919 
was $817 and the highest $39,348. 
New Jersey and Vermont are making 
annual appropriations for the purpose 
~of establishing substantial reserve 
funds, but in the meantime are cover- 
ing their property with private com- 
panies. 

Funds established in the manner de- 
scribed may not strictly be regerded as 
affording insurance protection. Their 
purpose is to permit the restoration or 
replacement of destroyed property 
without the necessity of waiting for 
another session of the legislature rather 
than to distribute the loss in accordance 
with recognized insurance principles. 

Self-Insurance.—Alabama, Florida, 
Michigan, Minnesota, North Dakota, 
South Carolina and Wisconsin have 
created self-insurance funds which 
charge definite premiums, usually 
based on old-line company rates, set up 
reserves ‘and in general function as 
regular insurance carriers. Re-insur- 
ance is frequently carried on large or 
extra-hazardous risks. The Michigan 
and Minnesota funds have become 
exhausted within recent years owing to 
failure the part of the state to 
appropriate premiums. ‘The premium 
income of the other five totaled 
$869,559 in 1925. Because these funds 
are limited to coverage on public 
property—that belonging to the state 
and in some cases counties, munici- 
| palities and school districts—there 
seems to be small prospect of much 
growth. 
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Lire 


Savings banks in Massachusetts may 
organize insurance departments under 
certain regulations. These depart- 
ments are not only closely supervised 
by the state but are furnished with all 
necessary supplies, as well as the 
services of an actuary, a state medi- 
cal director and instructors who ex- 
plain the system to employes in indus- 
try and write insurance. The state 
further exercises general adminis- 
trative control. While there is no 
legal liability on the part of the state 
and no fund other than a general 
insurance guaranty fund which is in the 
nature of a catastrophe reserve, this 
system is so closely allied with the state 
as to be frequently regarded in the 
nature of state insurance. 

Although the banks are enabled to 
offer standard contracts at a lower net 
cost than old-line companies, since the 
state b2ars a portion of their expenses 
and they pay no commissions to agents, 
the aggregate premium received by 
them in 1925 was only one per cent of 
the total collected by all types of life 
insurance carriers in the state. The 
missionary work performed by agents 
of old-lme companies has probably been 
responsible in good measure for the 
amount of growth attained. Because 
life insurance is “sold and not bought” 
a very marked progress in the savings 
bank system is hardly probable. 

Wisconsin operates a fund of small 
size which issues standard forms of life 
Insurance policies. Fewer than 900 
contracts are in force and the premium 
income is but a negligible fraction of 
that received by private companies in 
the state. No serious effort is being 
exerted to secure new business. 


Pusuic Drpostr GUARANTY 


All interest collected by the state of 
Iowa or its political subdivisions on 
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public funds may be diverted and used 
for the purpose of paying losses on 
public funds resulting from the failure 
of banks in which they were deposited. 
On August 1, 1926 (the end of the first 
year’s operations), this fund had 
liabilities on approved unpaid claims 
totaling $700,000 beside a large amount 
of undetermined liabilities. Allincome 
available by the terms of the law had 
been used to pay losses, so there were 
no assets. In Wisconsin a special fund 
is being sét up, under a recent law, 
consisting of one half of one per cent of 
the principal of public deposits. This 
will take the place of the former re- 
quirement as to the furnishing of 
depository bonds and is intended to 
pay for losses on public funds in closed 
banks. No information is available as 
to its operations. 


BONDING 


All bonds required in North Dakota 
or South Dakota to be filed by officers 


of the state or its political subdivisions’ 


are written by state funds created for 
that purpose. These laws are auto- 
matic in character and prohibit the use 
of public monies to pay for personal or 
corporate surety bonds. The funds 
are small in size and limited in their 
possible development because they 
cover only public employes. The 
combined premium income in 1924 was 
approximately $45,000. 


‘Torrens TITLE 


In connection with the operation oz 
the Torrens title registration laws, 
insurance or indemnity funds have 
been provided for in eighteen states. 
One writer! claims, “as an insurance 
scheme, the Torrens laws are to say the 


5 The State Insurance of Land Titles in the 
United States, Dr. E. L. McKenna. 
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least, extremely undeveloped and open 
to many objections.” Many of the 
funds are now practically inoperative. 


CONCLUSION 


The record of state insurance as a 
whole has not been inspiring. Some 
funds have been exceptionally well 
managed and point with pride to their 
achievements. Others have hopelessly 
failed. The downfall of the latter may 
be attributed to a narrowly restricted 
field of operation or a sacrifice from 
the outset of basic underwriting prin- 
ciples in the interest of lower cost. 
In many cases, due regard has not 
been paid to the proper distribu- 
tion of risk, the collection of ade- 
quate premiums, the reinsurance of 
excess lines and the creation of 
reserves for unusual losses. Loss pre- 
vention activities, which progressive 
underwriters recognize as essential 
to any constructive insurance plan, 
and other collateral services have been 
neglected or materially limited. If all 
funds are grouped together, the ques- 
tion may well be raised as to whether 
the savings claimed for them have 
warranted the foregoing of benefits 
from these other factors. The tend- 
ency in recent years to adopt practices 
which old-linme companies have proved 
by long experience to be sound is 
encouraging, but improvements in 
service and security can be brought 
about only by increasing the expenses 
of operation. This would tend, how- 
ever, to minimize the importance of the 
reason advanced for the existence of 
certain funds and recognition of its 
effect should serve to make legislators 
hesitate before engaging the state in a 
type of business which private com- 
panies have already demonstrated 
their ability to handle. 
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Insurance Instruction in American Universities and 
Colleges 


By $. S. Hozsnme, Px.D. 


Professor of Insurance and Commerce, Wharton School of Finance and Commerce, University of 
Pennsylvania 


NE of the most impressive devel- 
opments connected with insur- 
ance, particularly during the last ten 
years, is the rapid recognition of the 
subject by our higher institutions 
of learning as an integral part of 
their curriculum. ‘Thistendency is fully 
justified by every educational con- 
sideration—the vital social importance 
of the subject, promotion of the in- 
dividual’s economic welfare, magritude 
of the business, general educational 
bearing upon other economic subjects, 
and mental disciplinary and utility 
value to the student. 

Insurance has become a business of 
tremendous proportions in the United 
States, with an annual premium income 
of about six billion dollars, and with 
assets equal to about one dollar out of 
every twenty-five dollars of the na- 
tion’s total wealth. It is concerned 
with the elimination of risk from our 
economic affairs, and constitutes one of 
the fundamental divisions of economics, 
just like production, distribution and 
consumption. The fundamental pur- 
pose of insurance is to protect against— 
and where a loss has occurred to in- 


` demnify—the loss of life and property 


values. With respect to both types of 
values, insurance also comprises the 
vast field of loss prevention in the first 
instance. 

Life insurance capitalizes human life 
values, by far the greatest economic 
value in every community, in the in- 
terest of family, business and society. 


Y It deals with the financial appraisal, 


organization, management and liquida- 
tion of the monetary worth of human 


life values, and represents the applica- 
tion to such values of the same funda- 
mental economic principles as are now 


. so generally taught in our institutions 


of learning and so commonly practiced 
as a matter of course with respect to 
property values. It also bears a vital 
relation to thrift and investment, to the 
creation of sinking-funds to meet future 
family and business obligations de- 
pendent upon the continuance of life, 
to the creation, protection and settle- 
ment of estates, and to educational and 
philanthrapic bequests. Property in- 
surance, on the contrary, protects 
against the loss of property values 
through the many types of hazards 
that exist, and serves to investigate the 
nature ard significance of the causes of 
loss, to formulate ways for their elimi- 
nation, and to distribute the “risk 
bearing” equitably and conveniently 
among individuals, types of business, 
and communities. Moreover, al 
forms of insurance serve as a basis of 
credit and as a means of eliminating, in 
business affairs, the paralyzing effects 
of worry and fear. All economic enter- 
prises—family, business, or vocational 
—involving property values, human 
life values in the form of current earn- 
ing capecity, or skilled managers or 
employes, are obliged at all times, if 
proper organization is wanted and 
credit desired, to use practically all the 
leading lines of insurance. 

Magnitude and vital bearing upon 
social ard individual welfare, however, 
are not the only considerations that 
should prompt incorporation of the 
subject of insurance into our educa- 
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tional system. Insurance also bears a` 


direct and vital relation to other applied 
economic subjects that have long en- 
joyed a prominent place in the cur- 
riculum cf the business schools of our 
universities and colleges, such as cor- 
poration finance, investments, indus- 
trial organization and management, 
commercial credit, wills and trusts, and 
taxation. All of these subjects are in- 
timately concerned with life insurance, 
and most of them also with property 
insurance, and specialization in the 
study of these applied subjects involves 
a knowledge of the services, principles 
and practices of insurance just as truly 
as it does of the other basic subjects 
now so generally required as a pre- 
liminary to specialization in any of the 
applied business fields. Moreover, as 
a collegiate subject of study, insurance 
combines the virtues of mental dis- 
cipline, a proper sense of the serious- 
ness of life, a proper concept of com- 
munity service, and information really 
useful in ving, quite as much as other 
subjects now comprising the collegiate 
curriculum, and in many instances 
much more so. 


RAPIDITY OF THE DEVELOPMENT 


In 1925, Professor Ralph H. Blanch- 
ard, of Columbia University, made a 
canvass of 210 American higher insti- 
tutions of learning with a view to 
determining the number that were 
offering courses of instruction in in- 
surance. His summary showed that 
ninety-three institutions offered such 
courses at the time of his inquiry. Of 
this number, fifty institutions offered 
only one g2neral course that related to 
the several leading lines of insurance, 
thirty-two offered specialized courses 
only, and eleven both general and 
special. 

For the preparation of this article, 
the author sent a detailed questionnaire 
to the ninety-three institutions men- 
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tioned by Professor Blanchard, as well 
as to others that were subsequently 
reported as having started instruction 
in insurance. Seventy-seven institu- 
tions have made returns thus far, and 
this number, it should be noted, em- 
braces nearly all the leading universities 
and colleges of the country. Sixty- 
four, or all but thirteen of the insti- 
tutions that responded, were able to 
report the year when organized instruc- 
tion in insurance was firstoffered. ‘The 
very beginning, aside from- the presen- 
tation of the subject along strictly legal 
or actuarial lines, seems to date back 
to the academic years 1903-04 and 
1904-05 when eight institutions com- 
menced giving instruction in insurance 
in some form. Following this begin- 
ning, very little progress seems to have 
been made for the next ten years, only 
one other institution having been added 
prior to 1910 (namely, in 1906) and only 
six more before 1915, namely, two in 
1911, three in 1912, and one in 1914. 
Beginning with 1915, however, the 
adoption of courses proceeded at a 
much more rapid pace. In that year, 
five more institutions were added to the 
total, and then followed 1916 with four 
more, 1918 with two, 1919 with seven, 
1920 with nine, 1921 with five, 1922 
and 1928 with three each, 1924 with six, 
1925 with three and 1926 with two. 
Instruction in insurance along eco- 
nomic and operating lines may thus be 
said, as far as American universities 
and colleges are concerned, to have had 
its beginnings less than a quarter of 
a century ago, and to have experienced 
its main growth within the last decade. 
Its recentness is indicated by the fact 
that thirty-one of the sixty-four insti- 
tutions reporting, or nearly one-half, 
commenced their insurance instruction 
in 1920 or thereafter; that thirty- 
eight, or nearly sixty per ‘cent, started! 
after 1918; forty-nine, or three-fourths 
of the total, after 1915; and fifty-five, 
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or eighty-six per cent of the total, 
following 1910. 


IMPROVEMENT IN COURSES OF 
STUDY 


The rapid adoption of insurance 
courses has been accompanied by a 
marked expansion in the compre- 
hensiveness of the instruction given. 
Here again, it should be noted that the 
seventy-seven institutions that replied 
to the detailed questionnaire embrace 
neazly all universities and colleges that 
conduct schools or departments of 


—business and that are thus most likely 


r 


to have given thought to the inclu- 
sion of insurance into their course of 
study. The present study is therefore 
believed to be sufficiently compre- 
hensive and representative to give a 
fair composite picture of the existing 
situation. 

Although eight institutions offered 
instruction in insurance as early as 
1903-05, that instruction was very 
general in character, and with but one 
or two exceptions did not relate to all 
the important types of insurance 
coverage. In most instances the sub- 
ject was not even presented in a 
separate course, but was given in con- 
junction with some other subject like 
economics, finance or banking, and 
usually by teachers whose interest and 
traming lay primarily in those other 
subjects and who added insurance 
largely from an experimental stand- 
point. Moreover, in the absence of 
adequate texis the instruction was 
largely in the nature of lectures on 
a selected series of subjects instead of a 
comprehensive and  well-correlated 
course of study. Between 1911 and 
1915, however, fairly comprehensive 
text-books on life and property in- 
surance first made their appearence, 


land from that time on the introduction 


of separate and well-rounded courses 
in these two major types of underwrit- 
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ing became easier and much more 
convenient. 

The extent to which separate courses 
are now given is clearly indicated by 
the returns of the seventy-seven insti- 
tutions to the aforementioned ques- 
tionnaire. Seventy-one report that 
the subject of insurance is offered in 
the form of a separate course, or 
courses. In only six instances is the 
material offered in conjunction with 
some other subject, five reporting that 
the work, although definitely arranged, 
is given in connection with their courses 
in economics, and one stating that the 
work is limited to life insurance only 
and is being presented in two courses 
on the “Mathematics of Finance” and 
the “Mathematics of Life Insurance.” 
All except four of the seventy-one in- 
stitutions that give separate courses 
report that the instruction covers the 
three major types of underwriting, 
namely, life, property and casualty 
insurance. Of the four exceptions, 
three institutions give a separate course 
in life insurance only, and one confines 
itself to casualty insurance. Where 
only one course is given, and this is the 
case with one-half of all the institutions 
reporting, the emphasis is usually half 
on life insurance and half on property 
and casualty insurance, with the prin- 
cipal emphasis on the property in- 
surance. Moreover, in most instances 
the course extends over one semester, 
with an average of three class sessions 
per week. 

Thirty-nine, or fifty-six per cent of 
the institutions reporting separate in- 
surance courses, have seen fit to special- 
ize with separate courses in each of at 
least two of the three major types of 
underwriting, thus marking another 
distinct advance. A number of other 
institutions indicate their intention to 
do the same in the near future. All of 
the thiry-nine institutions except one 
give separate courses in life insurance; 
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thirty-five, or all except four, separate 
courses in property insurance; nine 
give seperate courses in casualty in- 
surance; and eight, courses in actuarial 
science. In about three-fourths of the 
instances the course extends over one 
semester with two class sessiona per 
week in about half of the cases, and 
from three to five class sessions in the 
remaining half. In about one-fourth 
of the institutions, the special courses 
extend throughout the academic year, 
1.e. to the extent of at least two semes- 
ters. In about half of these instances, 
these institutions, usually ranking 
among the leading universities of the 
country, have seen fit to offer an addi- 
tional course in each of the fields of 
life and property insurance for those 
who have completed the introductory 
work pertaining to these subjects. 

Another matter of great importance 
educationally should be noted, namely, 
the extent to which instruction in in- 
surance is required as an integral part 
of a business education. Nine umni- 
versities and colleges, including Chicago 
University, Penn State College, the 
University of Pennsylvania, the Uni- 
versity of Missouri, and Grinnell Col- 
lege, require a course in the principles of 
insurance to be taken by their students 
in busmess. Syracuse University re- 
ports that, while the step has not yet 
been taken, it is the intention to re- 
quire such a course of all students in 
business administration in the near 
future. Howard University and the 
universities of Kansas and Montana 
report that, while the course is not ab- 
solutely mandatory, it is strongly 
recommended to all their students in 
business administration. Four uni- 
versities, namely, Syracuse and Miami 
universities and the universities of 
Kansas and Oregon, report that a 
course in Insurance is required of all 
students majoring in financial sub- 
jects. 


THE ANNALS OF THE ÁMERICAN ACADEMY 


Futura DEVELOPMENTS 


Despite the phenomenal growth of 
education in insurance during the last 
ten years, and particularly during the 
last five or six years, much still remains 
to be accomplished. The tendencies 
are started it is true, but, the real 
momentum, for the greatest social 
good, remains to be developed. From 
this standpoint, the following four 
developments, aside from the introduc- 
tion of the subject into more institu- 
tions of learning, would seem to be 
most urgent: - 

(1) The further extension of the 
idea that a course in insurance, to the 
extent of at least one semester, þe re- 
quired of or strongly recommended to 
all students seeking a business educa- 
tion. It should also be strongly rec- 
ommended to students in sociology and 
in education, particularly along the 
lne of life insurance. A course in in- 
surance is just as fundamental to per- 
sonal and social well-being as most of 
the other basic courses now required in 
our schools of business. The subject 
reaches into the future life of every 
graduate who leaves a school of busi- 
ness, and it reaches vitally. Life in-. 
surance is a universal service along 
many lines required by every family 
and business head, be he poor or rich. 
Every person whose life has a value 
needs life insurance. Likewise, every 
possessor of property values needs the 
service of property insurance to im- 
prove his credit, to safeguard himself 
against unnecessary loss, and to free 
his mind from the inefficiency inevi- 
tably connected with the worry and 
fear associated with uncertainty in 
human economic endeavors. The sug- 
gestion is further Justified when it is re- 
membered that the subject of insurance , 
has a general and vital bearing upon ! 
other economic subjects in the colle- 
giate curriculum, and that it also lends 
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itself admirably to the development of 
the reasoning power of the student, and 
to the inculcation of the concept of 
service to family and community. 

(2) Greater emphasis, in the general 
course for all students, upon the eco- 
nomic services of insurance as con- 
trasted with over-emphasis of the 
mathematical principles and operating 
practices. The latter may well be left 
for detailed treatment in the more 

ialized courses intended for those 
who are looking forward to the adoption 
of insurance as a career. ‘There should 
be just enough of the technical aspects 
in the general course to make the re- 
serve system in insurance clearly un- 
derstood and to cover the essential 
terms of the contract. In ever so 
many instances, owing to the natural 
proclivity of the instructor, the highly 
technical aspects of the business, and 
particularly the mathematical, are 
made to overshadow the vital service 
phases of insurance concerning which 
students of business and the public 
generally should be informed to have a 
clear understanding of the far-reaching 
and manifold usefulness of insurance to 
the family, to business; and to the 
insured's personal welfare. In life in- 
surance the emphasis should be pri- 
marily upon the ideas of life value ap- 
praisal, capitalization of that value, 
indemnity against the loss of current 
earning power, depreciation of the life 
value through disability or old age, the 
use of sinking-funds, the establishment 
and maintenance of credit, the accu- 
mulation of emergency funds, the 
creation of a personal estate through 
sound investment, the conservation of 
the human life value through periodic 
medical examinations, and the use of 
life income plans and other trust ar- 
rangements. In the field of property 
insurance the emphasis should likewise 
be on the services rendered to business 
by way of indemnity for loss, the crea- 
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tion and improvement of credit, the 
prevention of loss in the first instance, 
and such cther services as will be of real 
usefulness to the layman in his later 
daily life. Irrespective of the type of 
insurance under consideration, atten- 
tion should also be given to the various 
forms of coverages available and their 
respective advantages and disadvan- 
tages under varying circumstances, and 
to the various types of contracts in use 
and the meaning of their provisions and 
the significance of their purpose. 

(8) The development of a specialized 
literature intended to bring insurance, 
and particularly life insurance, into 
proper relation with the numerous 
applied economic subjects upon which 
it has so vital a bearing. Thus in life 
insurance there should be prepared a 
series of books, each treating of life in- 
surance in its specific relationship to 
some one of the important depart- 
mental divisions of economic and social 
science, 2.6. one on the economics of 
life insurance; another on the relations 
of life insurance to saving, investment 
and credit; another on its relations to 
wills, trusts and the settlement of es- 
tates; another on the relations of life 
insurance to taxation; another on the 
sociological aspects of life insurance; 
and another on its relations to the 
financing of education and philan- 
thropy. Similarly, in the field of 
property insurance a specialized litera- 
ture is needed, in the form of separate 
volumes, to explain the relations of 
that branch of insurance to credit, to 
the prevention of loss in the first in- 
stance, and to the protection of profits 
and unavoidable overhead and fixed 
charges in the event of business in- 
terruption. 

Such a specialized literature, now 
greatly wanting, will offer a threefold 
advantage. In the first place it will 
tend to bring the subject of insurance 
increasingly to the thousands upon 
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thousands of graduates who leave our 
schools of economics and business an- 
nually to go back to their respective 
communities to be leaders as teachers, 
editors, lawyers, bankers, salesmen, 
business men, etc. Business education 
in our universities and colleges is 
customarily organized on the basis of 
departments or groups of studies and 
students select the same for their 
specialty. As already stated, the great 
majority of insurance courses are 
elective, and students in other depart- 
ments therefore often have little op- 
portunity to get into contact with the 
subject of insurance. Or if the op- 
portunity exists, they receive little or 
no guidance from their advisors who 
are ‘usually unacquainted with the 
subject themselves, largely because 
text books in the several fields of ap- 
plied economic science were written by 
authors unacquainted with the far- 
reaching economic services of insur- 
ance. The pitiable result therefore is 
that as yet the great majority of 
students pass through our collegiate 
business schools without ever being 
introduced to the subject of insurance, 
except possibly in a very perfunctory 
manner. 

With a specialized insurance litera- 
ture, directly related to the afore- 
mentioned departmental subjects, it 
seems reasonable that both teachers 
and students in the given specialty will 
have occasion to use the same and thus 
have their vision of insurance enlarged. 
In time the services of insurance will 
also be reflected in the text-books 
that relate to economics, corporation 
finance, commercial credit, invest- 
ments, taxation, sociology, etc. Our 
text-bpoks are written mainly by those 
who graduate from institutions of 
higher learning, and when they become 
familiar with life and property insur- 
ance as related to their particular 
field—be it economics, finance, credit, 
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taxation, sociology or education—we 
may rest assured that future text-books 
will have insurance incorporated within 
their pages to a much greater extent 
than is now the case. Moreover, such 
a specialized literature will serve greatly 
to develop an adequate number of 
teachers of insurance. That is one 
of our greatest problems—the dearth of 
competent teachers to take charge of 
the numerous insurance courses that 
are being started. In fact, many uni- 
versities and colleges refrained from in- 
stalling a course for years, and some 
offer this as the reason for the absence 
of the subject today, because they had 
no one available as teacher. ‘That has 
also been the story with respect to the 
introduction of other applied business 
courses, and can only be overcome in 
the course of time. Insurance being 
oneof the latest arrivals among business 
subjects in universities and colleges, the 
problem seems more acute than in 
most, other subjects. But it is not es- 
sentially different in nature, since its 
companion subjects were obliged to 
face the same problem in their day. 
The solution is clear: Teachers of in- 
surance can be derived in sufficient 
numbers only from the great body of 
our college graduates who have had the 
benefit of insurance instruction some- 
where in their four years of collegiate 
study. 

(4) The extension of instruction in 
the economics of insurance to the high 
schools. This is very important from 
the social and personal utility stand- 
points, because probably not more 
than one high school graduate out of 
ten ever enters college, and prob- 
ably not more than one out of every 
thirty or forty enters a collegiate 
school of business. Insurance is fully 
as worthy of being introduced into 
the school system below collegiate 
grade as are most of the other com- 
mercial and financial subjects that now 
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find a place in the high school curricu- 
lum. But that will never happen on 
any large and permanent scale unless it 
comes from the top down. All great 
educational ideas percolate downward 
from the top, and as a general proposi- 
tion it is the higher institution of 
learning that is the original sponsor. 
And from there, through the develop- 


ment of teachers and text-book equip- 
ment,. the subject gradually finds its 
way dowr, layer by layer, until the 
masses receive the benefit of the in- 
struction that they ought to have. 
What an incentive, therefore, to effect 
an adequate and permanent establish- 
ment of insurance education in our 
higher institutions of learning. 


Report of the Board of Directors of the American Academy of 
Political and Social Science for the Year Ending 
December 31, 1926 


1, REVIEW OF THE ACADEMY’S 
ACTIVITIES 


WV da each year, the Academy demon- 
strates more fully the statesmanlike 
vision of the founder of the Academy, 
Edmund J. James, in establishing a national 
organization, free from all partisan affilia- 
tions to devote itself exclusively to the 
study and discussion of the great economic, 
social and political problems confronting 
the country, The membership of the 
Academy, distributed throughout the coun- 
try, is made up of men and women who, in 
their respective communities, wield a real 
influence in the formation of an enlightened 
public opinion. The calendar year, which 
has ‘just come to a close, has witnessed a 
gratifying strengthening of the Academy’s 
influence through the meetings that have 
been held, and especially the splendid series 
of volumes, published under the Academy’s 
direction. 

The Annual Meeting, beld in May last, 
was devoted to “The United States in 
Relation to the European Situation,” It 
has now become the established practice of 
the Academy to devote the six sessions 
of the Annual Meeting to a discussion 
of some aspect of the international situation 
with special reference to the foreign policy 
of the United States. Ina very real sense, 
the Annual Meeting has now assumed the 
character of a national conference, and 
with each _year a larger number of the 
Academy members from remote sections 
attend these sessions. Furthermore, dele- 
gates are appointed by Governors of States, 
and by the national commercial and civic 
organizations, which adds greatly to the 
influence of the Annual Meeting. This in- 
fluence is further strengthened by the pub- 
lication of the proceedings in a special 


volume. 
H. MEETINGS 


In addition to the Annual Meeting the 
Academy held the following conferences: 


February 20, 1926: Modern Crime—lIts 
Prevention and Punishment (three 
sessions). 

Saturday morning. Modern Tendencies 
in Crime. i 

Saturday afternoon. Some Factors in 
the Prevention and Punishment of 
Crime. 

Saturday evening. The Detection and 
Prevention of Modern Crime. 

October 29 and 30, 1926: Federal Versus 
State Jurisdiction in American Life 
(six sessions). 

Friday morning. Federal and State 
Sources of Revenue. 

Friday afternoon. Child Labor and the 
Federal Government. 

Friday evening. Some Phases of State 
and Federal Control. 

Saturday morning. Extension of Fed- 
eral Influence in Education. 

Saturday afternoon. Power Develop- 
ment and Its Supervision. 

Saturday evening. Corporation Control 
by the Federal Government. 


The complete proceedings of these con- 
ferences have been published in special 
volumes. 

In addition to these national conferences 
the Academy held the following special 
session: December 17th—The Future of 
International Economic Relations. 

Important as our meetings are, it must be 
said that the major influence of the Acad- 
emy is exerted through its publications. 
Every member of the Academy is under a 
debt of obligation to the Chairman of the 


- Editorial Council, Dr. Clyde L. King, upon 


whom the major responsibility for the 
publications of the Academy falls. We are 
likewise deeply indebted to the editors of 
special volumes, whose co-operation has 
been secured by Dr. King, resulting in 
the excellent volumes published durmg the 
year, the titles of which are set forth in 
the section of publications. 
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Direcrors' REPORT 


Members of the Academy will recall that 
there has been established what is known as 
the Simon Nelson Patten Fellowship Fund 
in honor of the late Professor Simon Nelson 
Patten, who for so many years was a dis- 
tinguished member of the Board of Di- 
rectors. During the year just closed the 
Academy appointed Dr. Wilbur C. Plum- 
mer, of the Department of Economics of the 
University of Pennsylvania, as a special 
Research Fellow under this fund. Dr. 
Plummer has prepared and presented a 
report on “The Social and Economic Con- 
sequences of Buying on the Instalment 
Plan.” This valuable study of one of the 
most important of our current problems 
appears as a supplement to the January 
issue of The Annals, and has by this time 
doubtless been received by all the members. 
It is a valuable contribution to current 
economic literature. Other Special Fellows 
will be appointed from time to time. 


HT. PUBLICATIONS 


During the Yenr 1926 the Academy 
published the following special volumes: 


Industrial Safety (January) 

Legal Aid Work (March). 

Modern Crime—Its Prevention and Pun- 
ishment (May). 

The United States in Relation to the Eur- 
opean Situation (July). 

Markets of the United States (September). 

Thirty-Fifth Anniversary Index (Septem- 
ber Supplement). 

The Motion Picture in Its Social and Eco- 
nomic Aspects (November). 


IV. MEMBERSHIP 


During the vear 1926 the Academy re- 
ceived 1259 new members and 141 new 
subscriptions, or a total of 1400. The 
Academy lost 85 members by death, €42 by 
resignation and 197 delinquent members 
were dropped. There were 91 subscrip- 
tions taken from the roll—86 by resignation 
and 25 delinquents dropped. The present 


* membership of the Academy is 7912 mem- 


bers and 1693 subscriptions, making a total 
ot 9605. 
Y. FINANCIAL CONDITION 


The receipts and expenditures cf the 
Academy for the fiscal year just ended are 
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clearly set forth in the Treasurer’s report. 
The accounts were submitted to E, P. 
Moxey Company for audit, and a copy of 
their statement is appended herewith. 
In order to lighten the expenses incident to 
the Annual Meeting and other Conferences 
held during the year, special funds were 
raised amounting to $4316. The Board 
desires to take this opportunity to express 
its gratitude to the contributors to these 
funds. 


VI. CONCLUSION 


Your Board desires again to avail itself 
of this Annual Business Meeting to em- 
phasize the desirability of establishing 
permanent headquarters in the form of an 
Academy Building, and of securing an 
Endowment Fund which will enable the 
Academy to establish research fellowships 
and otherwise promote the investigation of 
economic, social and political problems. 
Owing to the increasing demand for space 
in the buildings of the University of Penn- 
sylvania, the University authorities have 
found it necessary to request the Academy 
to vacate the quarters, the use of which the 
Academy has enjoyed until the close of the 
present year. We have rented 3622-24 
Locust Street, Philadelphia, but your 
Board will not feel satisfied until the 
Academy is in possession of its own building 
for the administrative offices and for the 
holding of Academy sessions. 

In conclusion, your Board desires to 
impress every member of the Academy that 
we are a great national co-operative organi- 
zation, the success of whose work depends 
upon the active interest and support of our 
members. We therefore earnestly hope 
during the vear 1927 to have the benefit of 
the active interest and support of every 
member of the Academy. 


Ercwarb P. Moxey € Co. 
Real Estate Trust Building, Philadelphia 
January 11, 1927. 
CHARLES J. RuoaADs, Esq., Treasurer, 
American Academy of Political and So- 
cial Science Philadelphia, Penn. 
Dear Sir: 


We herewith report that we have audited 
the books and accounts of the American 
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Academy cf Political and Social Science for 
its fiscal year ended December 81, 1923. 

We have prepared and submit herewith 
Statement of Receipts and Disbursements 
during the above indicated period, together 
with Statement of Assets as at December 81, 
1926, 

The Receipts from all sources were veri- 
fied by a comparison of the entries for same 
appearing in the Treasurer’s Cash Book 
with the record of Bank Deposits and were 
found to be in accord therewith. 

The Disbursements, as shown by the 
Cash Book, were supported by the proper 
vouchers in the form of cancelled paid 
checks or receipts for moneys expended. 
These were examined by us and confirmed 
the correctness of the payments made. 
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The Investment Securities listed in the 
Statement of Assets were examined by us 
and were found to be correct and in accord 
with the books. 

We have also prepared and submit here- 
with Statement showing the financial con- 
dition of the S. N. Patten Memorial Fund 
and the Edmund J. James Memorial Fund 
as of December 31, 1926, as well as the 
Income derived from these fund Invest- 
ments. 

As the result of our audit and examination 
we certify that the statements submitted 
herewith are true and correct. 


Yours respectfully, 


(Signed) Enpwanp P. Moxuy € Co., 
Certified Public Accountants. 


AMERICAN ACADEMY OF POLITICAL AND SOCIAL SCIENCE 


STATEMENT OF Recurrrs AND DISBURSEMENTS FOR FISCAL Year 
Enpep Dreceamnr 31, 1926 


Cash Balance January 1, 1926.20... occ cece ce eee cece eee neee $12,070 39 
“Receipts 
Members Dies: 3.00... gusdecidedaeriadesasede oes $35,784 79 
Life Membership. ccc na a 200 00 
Special Donations. iii ys hdeenends ended iene ces 4,316.00 
Subscriptions: ` 
A A ed naana La $287 75 
o A E 2,219 25 
Ch, rn O 6,282.54 
8,739.54 
A II sees: panama ie eae 4,497.85 
Interest on Investments and Bank Denosits.............. 7,825 77 
Endowment Fund Contributions ..........o..o.oooooooo.». 135 00 
Investments Sold ts tii aa whee? 58,868 18 
Advertising... ooo rn 103.50 119,970 08 
$132,040.47 
Disbursements 
Office Expense ... .....o ooo... cece cece cence ence >» $4,299.61 
Philadelphia Meetings..... +... 0oooooooononomomonos 7,925 .76 
Publicity Expense... dad AA aioe eae 6,427 . 25 
Publication of The Annals... 0.0 ......oo ce eee eee 24,796 . 54 
Membership Records ........ 00. c cece eee eee e cen eeees 4,582.28 
Sale of The Ánnmal3............o .ooononmnooomoninnn..» 761.87 
A A deen ee ea eee i oe ee 71,951.89 
Discounts and Collections. .........oooomcorocmommmm. mn... 8 29 120,702.94 . 
+ 
Cash Balance December $1, 19988.........ooocoooommmmororom.o.» $11,387.53 





Drmecrors’ REPORT 


Assets 
Investments (Book Value)... 1.0.0... cc ec ce tee tee eee ros. 
Cash: 
In Academy OÍBCO.......oooooocmomoooo» $400.00 
In Treasurer's hands, Girard Trust Ñ 
Company alisar atada dos 10,698.78 
Balance due from Patten Memorial Fund.........onmooo.oo... 
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$143,680.78 


11,098.78 
243.75 


$155,018.31 


Book Department 


Sruow, E. D. A City Council from 
Within. Pp. 246. New York: Long- 
mans, Green and Company, 1926. 


In publishing this book, the former Lord 
Mayor of Manchester has performed an 
important service to 'students of municipal 
government. He has set forth in most 
interesting form the activities of the city 
council of a typical British city, and has 
given, for the first time, a detailed picture 
of the methods pursued in the handling of 
municipal business, and has also set forth 
the principles which should guide a city 
council in the conduct of its affairs. The 
volume is one which will be of great service 
to every student of municipal affairs. 

L. S. Rows. 


Hansen, ALLEN Oscar. Liberalism and 
American Education in the Erghtsenth 
Century. Pp. xxv, 317. New York: 
The Macmillan Company, 1926. 


To the critical and sensitive mind a sur- 
vey of the history of educational thcught 
must inevitably be a depressing experience. 
As theory after theory passes in review, one 
is overwhelmed with a sense of the relative 
futility of the visions of social and educa- 
tional philosophers. Surely, if fine aspira- 
tions and beautiful systems of thought can 
bring salvation to the world, the world 
should have been saved centuries ago. 
Viewed merely as fine art these visions from 
the past constitute a priceless heritage. 
But are they more than poetry and music? 
Are they more than fair and glorious dreams 
of the human spirit? Or can they ever be? 
Generation after generation witnesses the 
formulaticn and the reformulation of educa- 
tional ideels. But these ideals appear ever 
to remain in a sphere apart. The develop- 
ment of educational practice seems to 
proceed stubbornly on its way on a different 
plane. 

It is with some such feeling that one lays 
down Hansen’s Liberalism and American 
Education in the Eighteenth Century. Ata 
time when social institutions were pecu- 
liarly in a state of flux, some of the finest 
minds ever produced on or attracted to the 


American continent turned their attention 
to the contemplation of a system of educa- 
tion which would be in harmony with the 
ideals of the infant democracy. There 
were Franklin, Paine, Jefferson, Benjamin 
Rush, Noah Webster, Samuel Knox, Du 
Pont de Nemours, and a host of others. 
There was the American Philosophical 
Society with its selected American member- 
ship from Charleston to Boston and its 
French membership drawn from the best 
brains of France. On the part of these 
men, educators and men of affairs, there 
Was an eagerness for human improvement 
and a faith in education as the instrument 
for this improvement which has not been 
equaled in subsequent generations. The 
country was new, the fetters of the Old 
World had been thrown off, and eyes were 
turned toward the future. One would 
think that under such a happy union of cir- 
cumstance the scene was laid for the 
establishment of an enlightened system of 
education. But apparently such was not 
the case. The euphemistic characteriza- 
tion of the efforts of these Eighteenth 
Century liberals is that they were ahead 
of their times. 

Mr. Hansen has rendered the students of 
politics and education an important serv- 
ice in rescuing from oblivion certain 
striking phases of the thought of the period 
that formed the American Union. Few 
persons realize the extraordinary interest in 
educational questions which was exhibited 
by the leading men of that time. Nor do 
they realize the fine quality of thought that 
went into the study of these questions. 
The close relationship between education 
and the form and ideals of society was 
clearly recognized. The creation of the 
Republic greatly stimulated educational 
discussion and gave rise to numerous plans 
for the establishing of a national system of 
education adapted to the genius of the new 
government. 

The object of the author is to present in 
some detail the more important plans which 
were formulated. Following two short! 
initial chapters dealing with the Dominant 
Ideas of the Eighteenth Century and the 
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Principles of the American Revolution, he 
devotes the remainder of the book, with the 
exception of a brief summary chapter, to a 
detailed analysis and criticism of the plans 
advanced by Benjamin Rush, Robert 
Coram, James Sullivan, Nathaniel Chip- 
man, Samuel Knox, Samuel H. Smith, 
Lafitte du Courteil, Du Pont de Nemours, 
and Noah Webster. A period capable of 
producing these men would be an extremely 
fascinating and significant period in the 
history of any country. And a re-examina- 
tion of their ideas serves as a fresh stimulant 
to an age, such as the present, which is dis- 
Hlusioned and unmoved by any great 
faith, 

Mr. Hansen has made a valuable contri- 
bution to our educational literature. His 
study should now be supplemented by 
investigations designed to trace the rela- 
tionships between this liberal thought on 
education and the actual evolution of our 
educational system. In spite of the melan- 
choly note struck in the first paragraph of 
this review we would probably all agree 
that this thought was not wholly without 
its influence in the practical world. The 
Academy mcvement was most certainly 
greatly affected by it. And no doubt the 
development of our state systems of com- 
mon schools and the liberalizing of the 
colonial college in the Nineteenth Century 
were partial fruits of this earlier intellectual 
adventure. But this period merits the 
most exhaustive study. Such a study 
might throw much light on a central prob- 
lem in modern education, namely, the 
relation of the school to the state and to the 
forces that actually control education. 

GEORGE S. Counts. 


VWiooppy, CarroLL Huw. The Chicago 
Primary of 1926: A Study in Election 
Methods. Pp. vii, 299. Chicago: 
University of Chicago Press, 1926. 

This volume adds another to the series of 
scholarly studies of practical politics being 
produced by the students of Professor 
Charles E. Merriam. Mr. Wooddy has 
attempted to give us a realistic account of 
one primary election, leaving us to draw 
our own moral. Nevertheless, the author 
is not wholly objective in all places. For 
example, he is willing to say that “ve must 
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set down as a foremost ingredient in any 
scheme of improvement a patient and per- 
sistent efort to produce among coming 
generations, a more vigorous and en- 
lightened type of citizenship” (p. 282). 
And in the very end of his book he does 
attempt to pass judgment on the Illinois 
primary law and to predict generally some- 
thmg as to the future of nominating 
systems, adding: “There is no need to 
despair of the future of our civic society—if 
only the zitizen will vigorously participate 
in its activities, using the intelligence that 
he possesses and the knowledge that can be 
imparted to him by sound political educa- 
tion. Only his whole-hearted co-operation 
is require] to assure the ushering in of a new 
day of civic competence and political 
righteousness” (p. 281). There must be 
some “catch” in this. 

Generally, however, Mr. Wooddy’s 
method i3 to present the facts, such as he 
has discovered them, as to the way in which 
the various factions in the two big parties, 
more especially the Republican party, in 
the City of Chicago made up its several 
slates for the primary election, to analyze 
the issues, to consider the various types of 
appeal made and to present an explanation 
of the results in terms of his own analysis. 
This has been done dispassionately and 
painstakingly. It is an extraordinary 
piece of work to have been accomplished by 
one who, a total stranger when he came to 
Chicago, remained there only a short while, 
Only these who are acquainted with Chi- 
cago can realize how thoroughly the work 
has been done. To others the question is 
bound to arise, “How did Mr. Wooddy find 
out all this?” for many, very many of his 
statements of fact are accompanied by no 
supporting evidence. He has relied 
largely upon the newspapers, but it is 
obvious that a good deal of the information 
could no. have been obtained by any of the 
ordinary methods of research. Indeed the 
book is mostly first-hand reporting, for 
which the author’s competence is amply 
demonstrated by his handling of the first 
chapter, “The Game, the Stakes, and the 
Players.” 

A few more such studies and a true con- 
ception of political processes will begin to 
reach the average citizen. We await with 
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interest the results of Mr. Wooddy’s study 
of European nominating methods. 
Victor J. West. 


Kniaut, Cares K. Advanced Life In- 
surance. Pp. xi, 426. Price, 86.00. 
New York: John Wiley & Sons. 

This boak is properly named. It ‘is 
“advanced” in the sense that it ably ex- 
plains most of the more difficult, as well as 
the easier, phases of the science of life 
insurance. But, as the author aptly puts 
it, it is not advanced in the sense that it is 
difficult to understand. 

The initial presentation of each subject is 
made in an elementary manner. The 
author, however, has very largely taken for 
granted the reader’s conversion to an 
interest and belief in life insurance as a 
necessary, modern social institution. He 
has taken the tools of the science, such as 
interest tables, laws of probability, mortal- 
ity tables and commutation columns, end 
has explained their construction and use in 
a most readable style. His discussion of 
the commutation columns is particularly 
noteworthy. Instead of mere page on page 
of continuous formulas he has interspersed 
much explanatory text. 

The impression of scientific completeness 
remains as one reads the more commonly 
treated subjects of the book, such as valua- 
tion, expenses, sub-standard insurance, 
group insurance and accident and health 
insurance. ‘The author’s unique contribu- 
tions are the following: the determination 
of the net cost to the policyholder; the 
determination of the rate of return on the 
“investment” element in life insurance 
policies; an enalysis of this investment ele- 
ment so that it may be compared with other 
investments as regards safety and the rate 
of return; re-insurance in life insurance; and 
the organization and management of new 
companies. The appended compound in- 
terest tables, American Experience Table of 
Mortality and the tables derived therefrom, 
as well as the select mortality table, will all 
make the book most useful. One cannot 
help but feel that the author has effectually 
bridged the chasm between insurance text- 
books and the more profound treatises on 


actuarial science. 
STEPHEN B, SWEENEY. 
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Bucs, A.E. Municipal Finance. Pp.562. 
New York: The Macmillan Company, 
1926. 


This volume, written by Mr. Buck in 
collaboration with other staff members of 
the National Institute of Public Adminis- 
tration, is a clear, concise statement of 
what every city’s fiscal system ought to be. 
Professedly designed for city administrators 
and finance officers, it should be of value 
to all students of municipal affairs. It 
describes in some detail the correct proce- 
dure in such matters as budget making, 
cost accounting, 
management, assessment of property, and 
debt administration. Nine of the fifteen 
chapters are, in whole or in part, from the 
pen of Mr. Buck. 

The outstanding weakness of the book, if 
it be a weakness, is its assumption that its 
recommendations are so obvious as to need 
no word of justification. Nearly every 
page is filled with a host of “shoulds”-—- ` 
“the budget summary should be supported 


by...” “it should show...” “it 
should be set up with...” “the total 
should agree with . . .” and the like, from 


cover to cover. Almost no reference’ is 
made to theory, and very little to the 
experiences of various cities. 

As a matter of fact, the recommendations 
are nearly all sound. ‘They represent the 
best in modern municipal financial adminis- 
tration. They are drawn in large measure 
from the experiences of the New York 
Bureau of Municipal Research, which has 
conducted more than a hundred surveys of 
city governments. But the average city ad- 
ministrator is not apt to be greatly influ- 
enced by a series of excathedra pronounce- 
ments. He must be told why as well as how. 

The text is well written. Topics have 
been selected with considerable skill, and 
have been accorded space approximately in 
proportion to their importance. Municipal 
Finance is a real contribution to the 
literature of city administration. 

Austin F. MACDONALD. 
The Urban Community. Edited by E. W. 
Buraess. Pp. 12 and 268. Chicago: 
University of Chicago Press, 1926, 


Professor Burgess, himself an able inves- 
tigator in the field of urban life, has selected 
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from the papers presented at the thirty- 
second annual meeting of the American 
Sociological Society those pertaining to city 
affairs, and has issued them in the shape of 
the present volume. The introduction con- 
sists of the annual presidential address for 
that year by Professor Parks. With pene- 
trating insight he maps out the inter- 
functioning and development of the various 
constituents of the modern city. With 
considerable logical grounds the subsequent 
papers are grouped under these general 
headings: “‘Human Nature and the City,” 
“Social Biology of City Life,” “Statistics of 
the City,” “Ecology of the City,” and 
“Typical Studies in Urban Sociology.” 

Necessarily in a composite work of this 
nature not all the contributions included are 
equally pertinent to the central topic they 
are supposed to illuminate rather directly. 
Some two or three out of the thirty or more 
selections are quite general and would fit 
into a general work on Sociology rather 
better than here. However, they do give 
scientific or philosophic basis or background 
to their groups of subjects and they occupy 
proportionately little space. All of the 
remaining articles are directed specifically 
at their objective. 

One of the great merits of The Urban 
Community lies in its scientific nature. 
Since all the papers are research papers 
they give an intensely scientific approach 
to the urban situation. The contributors 
are thinking scientifically, sometimes tech- 
nically, each in their own field, about the 
things they treat. The sociology of city 
populations has been backward in producing 
investigations of this nature. Here we 
have quite a number of important contribu- 
tions which serve to define clearly and 
accurately significant situations. Though 
running the risk of seeming to draw invid- 
ious distinctions, nevertheless I cite two 
examples of clear-cut scientific contribu- 
tions: The Statistical Relationship Between 
Population and the City Plan, by E. P. 
Goodrich, and The Rise of the Metropolitan 
Community, by N. S. B. Gras. The work 
of Goodrich exhibits a form of statistical 
procedure by which great cities or metro- 
politan districts may forecast their total and 
gradient future populations and so project 
commensurate plans. Mr. Gras by ana- 
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lytical methods lays bare the economic 
functions of the metropolitan district, the 
conditions of its spectacular rise to power 
and the contributions it makes to society. 
But these two samples are no better than 
some or several others of this series which 
I would fain notice in detail. 

Another merit is the organicity of view 
presented in the volume. Although the 
authors and tasks are diverse, the ensemble 
aids us to see the city as a vital unit made 
up of multiplicity of parts and conditions in 
conflict and co-operating with one another. 
Instead of a great assemblage of “move- 
ments,” “slums,” “ghettos,” and “Little 
Italys,” we are enabled to see it as an inte- 
grated entity. 

J. M. GILLETTE. 


Donovan, Hersert D. A., Pa.D. The 
Barnturners. Pp. viii, 140. New York: 
The New York University Press, 1928. 


1830-1852 was a period of unusual, active, 
bitter factional political warfare in New 
York State. It was the period of numerous 
factions: Anti-Renters, Native Americans, 
Free Soilers, Hunkers, Loco Focos, Barn- 
burners. The Anti-Rent party grew out 
of the discontent aroused by the survival of 
old menorial rights in the patroonships 
along the Hudson. They controlled ten 
counties and held the balance of power for 
two years. ‘The Native Americans coterie 
was chiefly confined to New York City and 
was active principally in 1884 and 1844. 
Its support was given to those of American 
birth. Free Soilers constituted the anti- 
slavery element of the Democratic party, 
whereas the Hunkers were the standpatters 
of that party, “hunkering” after the spoils 
of office, though, as Horace Greeley sagely 
remarked, he could never discover that they 
“were peculiar in that.” The Loco Focos 
were the extremists of the Democratic party 
and were also known as the Equal Rights 
party. 

The Barnburners were the Progressives 
of that party, demanding the reimposition 
of the direct tax and a radical restriction of 
canal building, which had become the 
scandal of the time. It was not so much 
oppos.tion to canal building per se as a 
demand that it cease until it could be done 
honesily. As one of its leaders, Samuel 
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Young said. “they call us barnburners. 
Thunder aud lightning are barnburners 
sometimes; but they greatly purify the 
whole atmosphere, and that is what we 
propose to do.” 

Dr. Donovan makes these distinctions 
clear and gives what is on the whole a brief, 
but satisfactory study of Democratic poli- 
tics in New York during what he very 
properly calls the “eventful” second quarter 
of the 19th century. His conclusions are 
that the cleavage within the Democratic 
ranks grew out of a difference of principle, 
real, not assumed; in larger fields, the Radi- 
cals adopted the more progressive ideals; 
their connection with Martin VanBuren 
(of whom we have a pleasant picture) was 
more incidental than fundamental; the 
failure of the Barnburners to secure their 
objects more fully was due in part to their 
being in advance of their time, but more 
largely to the political deficiency of their 
leaders; but ix spite of the disappointments, 
the movemert had permanent results of 
great importance. In Dr. Donovan’s words: 
“Its fusion of three currents—demand for 
constitutional and fiscal reform, demand for 
slavery restriction in the territories, and 
resentment of Southern domination in the 
national polites—started a great impetus 
towards the kreak-up of the ruling Demo- 
cratic party and contributed vitally to the 
successful formation of the next dominant 
party, the Republican.” 

Cuonton Roaurs Wooprur®. 


Ermer, ManteL C. Social Statistics: Sta- 
tistical Methods Applied to Sociology. 
Pp. 306. Los Angeles: Jesse Ray Miller, 
Publisher, 1926. 

This small volume has grown out of the 
long teaching experience of its author in the 
field of social research. The strange dread 
of quantitative methods of analyzing social 
phenomena by social workers, now happily 
passing, together with the widespread 
ignorance of the elements of statistics give 
this volume peculiar timeliness. 

The rudiments of statistics are covered, 
avoiding detailed mathematical analyses. 
The student of social happenings is given 
some of the tools he most urgently needs. 
Important chapter headingsinclude: Sources 
of Data; Graphic Presentation; Ratio and 
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Index Numbers; Probability and Error; 
Correlation. 

The usefulness of the book is enhanced by 
a table of logarithms and a usable index. 

The volume is planned to fill the needs of 
those students who have not specialized in 
mathematics but who urgently need a work- 
ing grasp of the basic concepts of statis- 
tics. The plan is admirably carried out. 
Whether one desires to use elementary 
statistics, or simply to have a sound knowl- 
edge of them, they could not do better than 
to go through Elmer’s Social Statistics. 

Hoen CARTER. 


Bramer, Jous Pamir. Parole. Pp. 99. 
Published by the author, 477 Madison 
Avenue, New York, 1928. 


This little manual, written by the Catholic 
Protective Society’s parole supervisor in 
New York City, presents a brief outline of 
essential parole facts. The general reader 
will find here a simple statement of the 
nature, purpose and possible future develop- 
ment of parole. Social workers and parole 
agents will find an outline of the technique 
which should be applied in parole supervi- 
sion. Criminologists will find a chronologi- 
cal history of the development of parole in 
the United States. The author also pre- 
sents a plan of organization which might be 
used in the administration of parole in any of 
the larger American states. In conclusion 
he says, “No state wants careless, lifeless 
and inadequate supervision of delinquents 
after release. No state wishes listless, lazy, 
rubber-stamp parole systems which release 
delinquents with the calendar.” And he 
adds, “The development of technique will 
greatly increase the cost of parole work, but 
in the long run the higher quality of service 
will prove a real social economy for the 
state.” To which proposition, serious 
students of the subject will add an “Amen.” 

Cram Wacox. 


Frasen, HergerrT E. Foreign Trade and 
World Politics. Pp. xi, 846. Price, 82.50. 
New York: Alfred A. Knopf, 1926. 

This volume is divided into two parts. 
The first ninety-three pages deal with 
economic background, and the remaining 
two hundred pages with political back- 
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ground. Appendices deal with the causes 
and results of the World War. 

The four chapters of the first part set 
jorth the principles that underlie interna- 
tional trade, and especially those principles 
that determined the past and present tariff 
policies of the United States. Professor 
Fraser is a believer in free trade and a pro- 
nounced internationalist who sees the im- 
` portance of clear thinking on foreign affairs, 
since such thinking “will occupy an increas- 
ing part in all serious political discussion 
m the United States.” These chapters 
constitute a sane analysis of free trade and 
protection, and are worth reading by any 
who have an interest in, but not a knowledge 
of, foreign trade and our international 
policies. 

The second part of the book covers more 
debatable ground. To show how logical 
deductions from economic principles should 
be reshaped to meet the political exigencies 
of modern nationalism is an adventurous 
undertaking. The reshaping depends upon 
the political principles that you accept. 
Two and two make four in politics as in 
economics, but it may not be “politically 
advisable” to add them at all. In politics, 
especially international politics, it is often 
not a question of what is the best and most 
logical course to pursue, but what plan is 
advisable under the circumstances. Pro- 
fessor Fraser believes that imperialistic 
policies are detrimental to mother countries 
as well as to colonies, that imperialism 
never stimulated healthy foreign trade. 
His chapter upon “The Economics of 
Imperialism” presents a startling picture 
of the motives behind the national expan- 
sion of the United States and of the states of 
Western Europe. In the later chapters he 
deprecates the growth of nationalism, 
advocates cancellation of the European 
debts, and condemns our policy of isolation 
because it “is sheer folly to suppose that 
what goes on in Europe is no concern of ours” 
(p. 232). The Monroe Doctrine to-day is 
designated as “illdefined and vague” 
(p. 229), and the chapter on our “Com- 
mercial Growth” points out that through 
this doctrine “we seem to be preparing for 
ourselves no end of complications and 
difficulties” (p. 280). Secretary Hughes 
declared in 1923 that the Monroe Doctrine 
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is distinctly the policy of the United States 
and that we reserve to ourselves the defini- 
ticn, interpretation, and application of this 
doctrine. Professor Fraser believes that 
“This was Secretary Olney all over again, 
and it seems now to be the position of our 
State Department” (p. 287). 

The last chapter—World Organization 
-—ig a natural conclusion to the argument 
running through the book. We need a 
World Court and a League of Nations; the 
United States should join both of them 
because “to-day nationalism is a more 
powerful influence in the United States than 
it is in any other country in the world” 
(p. 280). 

Such views are worthy of attention 
because the presentation is straightforward 
and enlightening. The reviewer does not 
agree with them nor with the conclusions 
drawn therefrom. Professor Fraser implies 
that the present League of Nations works 
in accordance with the principles of eco- 
nomics and logic, while the reviewer believes 
that it has been a tool for political maneu- 
vering. To condemn the United States for 
imperialism is to overlook divers occasions 
when no taint of imperialism colored our 
policy even if opportunity invited it. To 
condemn the present Monroe Doctrine is 
rot enough. What policy should replace 
it? The State Department must work in a 
world of both economics and politics, but 
politics prevail. 

Harry T. COLLING8. 


Larran, Wixniam Tuomas. British His- 
tory for American Students. Pp. 913. 
New York. The Macmillan Company, 
1926. 

Dr. Laprade has in his “British History 
for American Students” approached the 
subject from an interesting angle. His 
book is an attempt to treat English history 
¿rom the viewpoint of the American student. 
Therefore, while writing a general narrative 
of English history, he devotes particular 
attention to those phases of the subject 
which intimately concern us through form- 
ing the background of our institutions. 

With the object he has in view, the author 
divides his material into three periods, 
namely: (1) that preceding the settlement 
of America in which English institutions 
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were organized and the land developed 
which is characterized likewise by the con- 
trol of the landed classes; (2) that lying 
between the settlement of the English 
colonies and the granting of their independ- 
ence largely influenced by the rismg com- 
mercial class; (3) and finally the period 
from the American Revolution to recent 
times during which industrialists have been 
the leading element in English society. 
These three periods he designates under the 
headings of “The Land and the People,” 
“The Nation and New Lands,” and “In- 
dustry, Democracy and the Commonwealth 
of Nations.” 

Breaking the usual sequence the author 
starts his account with the Normans, re- 
turning in his third chapter to an account of 
the earlier inhabitants of the island. He 
likewise omits reference to the geographical 
background with which many accounts of 
English history are prefaced. The idea in 
mind seems to be to call attention at once to 
the forces mainly responsible for molding 
the English institutions in which Americans 
are most naturally interested. It was the 
Normans who “constituted the first ruling 
class that England as a whole ever had.” 
They laid the foundations solidly “upon 
which their successors continuously built.” 
“The coming of the Normans thus marks 
the last revolutionary break in the develop- 
ment of English Institutions.” “On that 
account the local approach to English 
history,” so the author thinks, “is to begin 
the study of the subject where the Nor- 
mans began their work.” 

As succeeding chapters are examined it is 
clear that Dr. Laprade has laudably molded 
social, economic, cultural and political 
factors into a growing synthesis, displaying 
the natural influence of one upon another, 
rather than assigning such material to 
distinct chapters or adding it as an after- 
thought. The book possesses real merit 
In its interpretation of institutional develop- 
ment. In many instances it gives a much 
more rounded account of this than that 
found in other texts of similar dimensions. 

In examining the contents, however, the 
fifteen pages allotted to the Reformation, 
placed in the chapter entitled “The Birth 
of the Nation,” appear rather a scanty 
treatment of such a subject, although much 
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is compressed in a small space. Likewise, 
while discussing the formation of English 
nationalism, it appears that some mention 
of the rising national spirit in and about 
Henry LPs reign and the factors which 
were then promoting it, as also the effect of 
the Hundred Years War in that direction, 
should have been explained somewhere. 

Insofar as the make-up of the text is 
concerned, it would seem that it would have 
been much more teachable if paragraph 
headings had been introduced to avoid 
heavy appearance and assist the student in 
focusing his thought. Likewise in some 
cases, care in avoiding too much detail 
would have improved its readability. 
However, these are matters concerning 
which considerable difference of opinion 
may be entertained. As indicated above, 
the book well deserves attention and careful 
study. 


James E. GILLESPID, 


Watiurne, Woatam ENGLISH. American 
Labor and American Democracy. Pp. 417. 
Price, $2.50. New York: Harpers & 
Brothers, 1926. 


Those who wish for an authoritative 
account of the principles and policies of the 
organized labor movement in the develop- 
ment of American Democracy during the 
past century will welcome this volume. 
The author, a social scientist by training 
and an active participant in the activities 
of organized labor during the past decade, 
is eminently qualified for his task. 

The volume under review shows the ear- 
marks of painstaking research and high 
literary quality. The book is divided into 
two parts: the first undertalang to give an 
interpretative account of American labor 
as an important branch of American democ- 
racy, while the second aims to disillusion 
the reader with respect to European pre- 
conceptions that American labor is years 
behind British labor in social and economic 
development. According to the author 
its method of working out its salvation has 
been different though by no means inferior 
to that of the British Labour party. 

American society in its process of evolu- 
tion has already changed from a simple 
agrarian democracy with a small and unin- 
fluential wage-earning class into a complex 
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commercial society with a large influential 
class of organized wage-earners largely 
dominated by the urban element. During 


this transitional period, labor has not re- , 


mained static but has been gradually gain- 
ing ground on organized capital in the strug- 
gle for economic supremacy. Americans 
of all classes have been great believers in 
the efficacy of political panaceas for all 
kinds of economic ills, and it has taken 
labor some time to formulate a satisfactory 
political modus operandi. 

The ventures of labor organizations upon 
the sea of politics before 1880 proved disas- 
trous, but since that time under the leader- 
ship of the American Federation of Labor 
with its non-partisan policy, labor has be- 
come a progressively important factor m 
the political arena. Labor's main and ulti- 
mate economic-political goal is the democra- 
tization of our industrial society. 

Labor believes in the amomatic truth 
that the welfare of the whole of society is 
more important than that of any of its 
parts or classes, and, that while class legis- 
lation as such does not make for the safety 
of democracy, it is nevertheless justifiable 
as a means of securing its ultimate goal of 
social and industrial equity for all classes 
of society. 

The author quotes freely the political 
utterances of leaders of organized labor. He 
says that labor is united as to the supreme 
importance of the practicability of electing 
progressives to Congress regardless of party 
affiliations. Repeatedly the Federation has 
explained that it is “partisan to men and to 
measures, partisan to candidates of parties, 
to principles and to planks of party plat- 
forms, but that it is not partisan to 
parties.” 

The author points out that 1t has been 
impossible in the past to get thoroughgoing 
co-operation between labor and the agri- 
cultural producer. Perhaps the chief bar- 
rier has been the difference in racial compo- 
sition of the metropolitan wage-earning 
class and the rural class. However, the two 
classes are giving evidence of their grow- 
ing recognition of mutuality of interests, 
and, with immigration greatly reduced, the 
prospects for the consummation of such an 
alliance in the near future is getting brighter 
every day. 
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Labor by pooling its resources is meeting 
with equally as great success in the field of 
banking as in that of politics. It is demon- 
strating its capacity for management of 
industry as organized wage-earners. This 
marks the beginning of a new era in union- 
ism and, as Professor Carver contends, 18 
causing a gradual and peaceful revolution 
toward a democratic capitalism. 

In conclusion, the“author points out that 
our government took its political form be- 
fore the industrial revolution in this coun- 
try and is now undergoing a process of ad- 
Justment to present-day needs. 

This book deals with topics many of 
which are controversial and provocative of 
dissensior., and will of course meet criticism 
at the hands of the thick-skinned and hide- 
bound reactionaries. It is well suited to 
the class-room requirements for students of 
labor problems and to the general reader, 
and it will serve as a useful reference book 
in this field of American Labor History. 

Tuomas S. Luck. 


Hinkuovsp, Freep JUNKIN. The Prelimi- 
naries of the American Revolution as Seen 
in the English Press, 1763-1775. Pp.216. 
Price, $3.50. New York: Columbia 
University Press, 1926. 

This is a study of British public opinion 
on the subject of the difficulties with the 
Colonies subsequent to the Seven Years’ 
War and culminating in the Revolution. 
The author has conscientiously read the 
files of the British newspapers during that 
time and has achieved a narrative of some 
interest, “hickly studded with quotations 
from bis sources. 

For, after all, nothing very startling is 
unearthec. We find that there was much 
sympathy with the Colonies expressed in 
England; but any student of American his- 
tory, except those whose studies are limited 
to Commissioner Hirshfield’s one hundred 
per cent American text-books, knows that. 
One is rather surprised at the frankness and 
even violence of the anti-government senti- 
ment, and (from the standpoint of recent 
events in our own country) at the absence 
of censorship. The nature of the early 
British press is of interest, as is the wide 
diffusion of an intelligent interest in politics, 
coupled with a gift of pungent literary ex- 
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pression. 1t was the age of the political 
pamphleteer and the letter-writer, and 
much permanent literature was cast in the 
form of journalism. 

On the whole, however, it seems as if 
much laborious research and able writing 
had been expended on a subject of question- 
able value. 

J. H. LEEK. 
Cory, M. A. The Rise of South Africa, 

1888-46. Pp. xviii, 546. Price, $9.00. 

New York: Longmans, Green and Com- 

pany, 1928. 

This is the fourth of a series begun fiftzen 
years ago. Two more volumes are prom- 
‘ ised. The author is not a professional his- 
torian, but has undertaken, in addition to 
teaching science in Rhodes University, 
Grahamstown, South Africa, extensive re- 
searches in history. He has made good 
use of his opportunities and has drawn 
upon such sources as the Grahamstcwn 
Journal, the important Craig Dhu Collec- 
tion, and the voluminous materials in the 
archives of the Union Government. The 
account of the Great Trek is based upon 
the untranslated works of Preller, Pist Retief, 
Voortrekkermense, and Dagboek van Louis 
Triegardt. The importance of this local 
material is demonstrated forcibly on page 
888. The official material would seem to 
show that everything was quiet along the 
border when in reality cattle were being 
stolen, farmers were being murdered by the 
score, and their homes burned by the ma- 
rauding Kaffirs. ‘The author acknowledges 
his especial indebtedness to the late Dr. 
Theal, not only because of the material 
contained in his works, but more par- 
ticularly because of the inspiration and 
encouragement gained from personal 
contact. 

The volume covers eight years of South 
African history, 1838-46, and is principally 
concerned with the Great Trek, the begin- 
nings of Natal and the Orange Free State, 
and the Kaffir War of 1846. Nearly cne- 
half of the volume is devoted to the latter 
event. Incidental treatment is accorded 
such topics as education, the establishment 
of pioneer churches, and the emigration 
movement of 1844-45. In some respects 
the story is reminiscent of the American 
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frontier; the movement of population into 
new regions, the conflicts with the abo- 
rigines, treaty making, and finally, the bad 
feeling between the burghers and the regu- 
lars during the Kar War reminds the 
reader of certain incidents of the French 
and Indian War. In a work of this char- 
acter a mass of detail is of necessity intro- 
duced, yet out of the maze of Boer, Kaffir 
and Zulu names, mingled with a host of 
local happenings, certain general truths 
emerge. The Great Trek was caused al- 
most entirely by the desire of the Boers to 
get away from British rule. The home 
government was but slightly concerned with 
the affairs of the remote South African 
frontier, and was inclined to favor the na- 
tives at the expense of the Dutch and Eng- 
lish frontiersmen. The officials at Cape 
Town were incompetent and ignorant of 
frontier conditions. 

The author is decidedly sympathetic with 
the Boers, but honestly records facts un- 
favorable to them. The lack of adequate 
maps is a serious defect, making 1t impos- 
sible to follow the narrative intelligently 
in the latter part of the book, where the 
names of obscure places, rivers, ete., abound. 
The reader who would like to know more 
about the sources is aided slightly by the 
occasional footnotes. 

ARTHUR N. Cook. 


Hort, EuzaBeETH ELLE. Primitive Trade. 
Pp. 191. Price, 7/6 net. London: 
Kegan Paul, Trench, Trubner & 
Company, Ltd., 1926. 

The purpose of the authoress is stated by 
herself as follows: “Our study makes no 
claim . . . to be a thorough investigation 
of all the aspects of primitive economic 
psychology. Its purpose is simply to use 
the materials of anthropology as the best 
available materials for a fuller understand- 
ing of economic value as it exists among 
ourselves.” Her method is essentially in- 
ductive. The book traces the development 
of the modern theory of value by means of 
the description and elaboration of three 
mental processes which are held to be neces- 
sary to its evolution: (1) The development 
of interests. (2) The objectifying of in- 
terests. (3) The expansion of trade. The 
source, development and diffusion of inter- 
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ests'are well treated. The part played by 
habit is likewise aptly stressed. The de- 
velopment of modern theories of exchange 
is rather logically set forth and compels 
attention. 

The definition or explanation of the term 
“primitive man” is suggested, but dealt 
with inadequately. Those people living 
to-day under a different cultural régime 
than ours, commonly known as primitive 
peoples, are the type accepted as possessors 
of the proper qualifications for the purpose 
of the book. Is it possible to arrive at “a 
fuller understanding of economic value 
as it exists among ourselves,” by e study 
of peoples whose cultures are as ven- 
erable as our own? The question deserves 
greater attention than it here receives. 
While the contention of the book is that 
there are other motives than economic mo- 
tives directing, and which have directed, 
men’s activities, economic motives are 
conceded to preponderate to-day. “Eco- 
nomic motives teach civilization as no 
other motives have ever done.” The con- 
clusion drawn is that the so-called economic 
interpretation of history is one side of a 
process of development of which the ethical 
interpretation is the other. The book 
attains its purpose, and is well worth 
reading. 

Warrer E. MacDonap. 


BraewsTER, A.J. An Introduction to Re- 
tail Advertising. Pp. 819. Price, $5.00. 
Chicago: A. W. Shaw Company, 1926. 


Mr. Brewster has endeavored to “educate 
the retailer in the principles of advertising 
and in their application to his problems.” 
The book is essentially a selection, compi- 
lation and adaptation of facts and princi- 
ples to fit the retailer’s needs. 

The author first takes up the field of re- 
tailing, including the place of the retail 
store in business and a discussion of retail 
market surveys. He next discusses adver- 
tising a3 it affects the retailer, including 
manufacturers’ advertising. the purpose of 
retail advertising and how retail advertising 
and manufacturers’ advertising should 
work together. 

Collecting data and writing advertise- 
ments is taken up in some detail. i 
advertisements effective by type, layout and 
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illustration is next discussed rather fully, 
followed ky a section on advertising me- 
diums. This section includes a discussion 
of newspapers, direct (mail) advertising, 
window display and show cards. 

The problems of department stores, of 
chain stores and of the small town store are 
each given one chapter. - The final section 
deals with the help available from manu- 
facturers, sellers of space and from other 
retailers. The final chapter deals with 
truth in advertising. 

The book serves to indicate to the re- 
tailer the ways in which he can improve his 
advertising and provides him with a con- 
venient ccmpilation of elementary facts and 
principles adapted to his needs. Both 
functions are well performed. 

KENNETH GRUBB. 


LiwcoLw, Epmonp E. Testing Before In- 
vesting. Pp. 819. Price, 85.00. Chi- 
cago: A. W. Shaw Company, 1926. 


Laying down any specific rule of thumb 
for testing investments is almost an impos- 
sibility, due to the divergent factors which 
not only govern the physical and financial 
condition of a corporation, but also the 
market of its securities. In attempting 
such a task, one is liable to omit certain 
vital elements which may act as a safeguard 
to a particular class of securities. 

It is a difficult task for a theorist to place 
himself an the same level of intelligence as 
the average investor. The part human 
nature plays in investment is the biggest 
obstacle to overcome, and even the security 
laws of the different states do not prevent 
it from diverting the small investor from 
the paths of sound judgment. ll tests 
are thrown overboard, if he is convinced by 
an emotional appeal that he will have the 
opportunity to enrich himself without labor, 
In most every case, human nature is too 
eager to open the door for opportunity, 
when it is only the wolf. 

Mr. Lincoln’s treatment of his subject 
is not an exhaustive analysis (bis work being 
confined to a small book of less than one 
hundred pages), but by emphasizing salient 
points ir outline form, he formulates some 
basis upon which the small investor may 
use his own judgment. Mr. Lincoln acknowl- 
edges that there is no one formula for suc- 
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cessful mvestment, since it is accomplished 
only through correct information and sound 
judgment. Some of his tests are beyond 
the analysis of the small investor and can 
only be applied by a specialist in securities, 
who has recourse to competent records. 
His book, however, makes an excellent 
primer for the uninitiated. . 

Paun W. Lerroa. 
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Grumme, Winniam A, Financing Automo- 
bile Sales by the Tims-Paymeni Plan. 
Pp. x, 116. Chicago: A. W. Shaw Com- 
pany, 1928. 

The study which received the first. prise 
for monographs in the field of Business 
Development and the Modern Trast Com- 
pany offered m 1926 by the Chicago Trust 
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FOREWORD 


Tuose with skill and experience who 
have written on aviation can be divided 
into two classes. 

The first group includes those who 
write of dare-devil deeds and death- 
defying adventures, placing the sub- 
ject on such a heroic plane that it 
frightens the ordinary individual into 
believing that in order to fly he must 
have had from birth all the essentials 
required to develop at maturity a 
s-1per-man. 

The second group—the technicians— 
know so much about the subject that 
they write as if learning to fly was as 
easy as learning to walk, and the only 
reason that everyone doesn't fly is 
because of neglectful parents who have 
overlooked this essential of early 
Lraining. 

In a few years the young man and 
even the young woman who has not 
learned to fly will be regarded as natural 
phenomena as today are those who 
cannot drive automobiles. 

1 mention this because ] have ob- 
served that the average man in search 
of aeronautical information and depend- 
ent upon the ordinary channels to 
secure it, elther finds himself delving 
into mysterious aerodynamic formulae 
taat to the beginner are as useless as 
trigonometry to a rhinoceros in British 
East Africa; or discovers himself en- 


tranced by the many adventures of the 
intrepid birdman who has answered 
the “call of the: air’ at so much per 
word in the popular fiction magazines. 

In collecting the material for this 
issue of The Annals, I have endeavored 
to secure from authentic sources such 
articles as would give the readers an 
understardable insight into an art that 
is destined to play a leading part in the 
life of the immediately coming genera- 
tions, chenging very materially many 
details of human civilization. 

The Annals, a publication which 
from time to time has devoted itself to 
the greatest problems and aspirations 
of mankind, never has served a more 
important cause than now, when it 
exerts its efforts Lo arouse American’ 
interest in aeronautics, and never has 
touched « field more certain to be fer- 
tale if cultivated by intelligence and 
energy. Thus tiled this field, first 
opened to the world by American 
genius, will yield results of incalculable 
moment. 

No greater service could be done for 
this great nation by the American 
Academy of Political and Social Sci- 
ence than to induce a general study in 
this art and business, nor is there any 
other subject I can think of so certain 
to yield profit to the student. 

FRANK A. TICHENOR. 


Human Flight Throughout the Ages 


By ADRIAN Van MUFFLING 
Aeronautical Engineer 


S we look back through history, 
particularly the history of my- 
thology and religion, we observe that 
the attainment of flight has ever been 
uppermost among the aspirations of 
man. In most mythologies and re- 
ligious systems, the supreme beings 
who ruled the universe were given their 
abode in a vague region far above the 
earth, and the ability to soar the at- 
mosphere at will became therefore, an 
essential attribute of godliness. Man 
could walk the earth and swim its 
waters; but he could not fly. Next to 
immortality, flying was the one ele- 
ment that differentiated a Deity from 
common mortals. 


THE PHILOSOPHY OF THE ANCIENTS 


To scientists and philosophers, the 
problem whether man would ever suc- 
ceed in elevating himself by his own 
effort, presented itself with peculiar fas- 
. cination. That there were two things 
in nature which possessed an inherent 
power to rise into the atmosphere— 
birds and smoke—was a matter of 
everyday observation. And when 
men began to speculate about their 
own possibilities, there immediately 
arose two distinct schools of aeronauti- 
cal philosophy, which developed par- 
allel to each other down to the present 
day. They can be traced throughout 
the ages, and balloons and aeroplanes 
are, in essence, the practical result of 
the ancient smoke-flight and bird- 
flight theory. 

It is interesting to note that the 
ancients, who conceived their gods 
essentially as human-like beings, ap- 
proached the subject with less qualms 


than the philosophers of the Middle 
Ages, when consideration of what 
might or might not be displeasing to 
a wrathful Deity was often a deterrent 
to all but the most intrepid of thinkers. 
The Inquisition, indeed, considered 
uttempts at aerial navigation as a 
form of sorcery, and many documents 
that would be of inestimable value to 
us today were destroyed by its orders, 
and their authors variously punished. 
The argument was: that if God had 
intended men to fly he would have 
endowed them with wings. Now, 
angels, who flew, were divine beings, 
while devils, who also flew, were most 
decidedly not. Not being divine, any 
man who ever succeeded in flying could 
not possibly be inspired by angels; con- 
sequently he must be in league with 
the devil and be aided by him. Which 
is all logical enough, and hundreds of | 
clever men were sent to the rack or the 
stake as a result of such reasoning. 


ÁNCIENT STORIES OF FLIGHTS 


. The earliest stories of flights of 
which there is a record belong clearly 
in the realm of pure legend. Such is 
the tale of Deadalus, who is said to 
have flown from Crete, where he had 
been imprisoned for revealing the 
secrets of the Labyrinth which he had 
constructed for the king. It has been 
pointed out that his was probably the 
first attempt to adopt sails in Greek 
waters, the use of which he had ob- 
served in Egypt, and the astonished 
Cretans mistook for wings the first 
sails which they beheld. His son 
Icarus suffered shipwreck—hence the 
legend of his fall with which every 
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schoolboy is familiar. But a flying 
model “in imitation of a dove made of 
wood . . . made to fly by regulated me- 
chanics,” according to Aulus Gellius, is 
said to have been actually constructed 
some time before 360 B.c. Further 
references to flying are made by Plau- 
tus and Juvenal. And in 120 E.c. 
Samostathenes, in one of his satires, 
ridiculed the various means which had 
been suggested to enable men and ships 
to soar through the air; which shows 
that the idea of flying was fairly com- 
mon at tha: early time. 

That a certain Simon—often, but 
probably erroneously, identified with 
Simon Magus, the Apostate and oppo- 
nent of St. Paul—succeeded in elevat- 
ing himself into the air during the 
reign of Emperor Nero, is a story well 
authenticated by many writers of the 
time, both secular and apostolic. Taci- 
tus specifies a “chariot of fire,” and 
speaks of it as of a matter of common 
knowledge, and so does Macrobius. 
According to the early church writers, 
Simon undertook to prove a point in 
his argument against St. Paul, and 
ascended to some height to demon- 
strate that there was nothing super- 
natural in the story of the Transfigura- 
tion. : 

It is recorded that the ascension 
took place in the forum at Rome, axd 
before a vast crowd which included the 
Apostle Peter. According to the leg- 
end the latter, incensed at such im- 
piety, knelt down and prayed that 
Simon’s temerity be punished, where- 
upon his chariot collapsed and he was 
killed by the fall. The story was re- 
peated and improved upon by subse- 
quent annalists and as usual did not lose 
in picturesqueness with each new ver- 
sion. If an account of the flight were 
not also givan by sober, pagan histo- 
rians, not influenced by religious bias, 
it might well be classed as legend, pure 
and simple. 


If we weigh the probabilities, it 
seems not at all impossible, however, 
that a hot air balloon should have been 
constructed and actually made an as- 
cension on that occasion. That smoke 
(t.e. hot air) would rise was of course 
known. And the Romans, who were 
familiar with the art of weaving fine 
fabrics, and who carried on an exten- 
sive trade with the East, were certainly 
able to fashion a cloth or silk bag large 
enough to carry a man aloft. That 
an adventurous spirit should have 
been willing to make an actual test of 
his theories, and succeeded in rising 
high enough to be killed in the subse- 
quent fall, is not unlikely. And it is 
also easily understandable that the 
early Christians, then just beginning 
to feel the first brunts of persecution, 
were thunderstruck at such audacity, 
and eagerly seized upon the occasion 
to turn it to their advantage, especially 
as it enabled them to demonstrate the 
power of their God by the spectacular 
public punishment of the most active 
opponent of their beliefs. There seems 
to be, therefore, no reason to believe 
that the story of the ascent of Simon, 
in a vehicle which probably resembled 
a modern balloon, is as mythical as it 
has been held to be by some subsequent 
writers. 


Tee MIDDLE AGEs 


During the Middle Ages scientific 
thought did not concern itself much 
with mechanical flight and mention of 
it is found only sporadically, such as 
the famous study of Roger Bacon on 
the flight of birds, written in 1256. 
This remarkable man clearly foresaw 
some of the difficulties that would have 
to be overcome, and in his prophetic 
vision he predicted not only the advent 
of the aeroplane but of the motor car 
as well, even going so far as to state 
unmistakably that the motive power 
would have to be derived from fire. 
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But it was not till the Renaissance 
brought along in its train a general 
quickening of scientific thought, that 
a serious study began to be made to- 
wards an understanding of the physi- 
cal laws involved. 

Early in the fifteenth century one 
Gianbattista Danti, professor of mathe- 
matics at Venice, constructed an appa- 
ratus evidently designed along the lines 
of a modern glider, with which he 
attempted a glide from the roof of & 
house in Perugia. According to the 
contemporary historian of the city: 


.. » tha day on which the nuptials of Paolo 
Baglioni were celebrated, and many principal 
lords hed congregated to honor him, and 
lances were being broken in the street under 
his windows, he (Danti), unexpectedly and 
‘ wth a mass of wings which he had fashioned 
in proportion to the gravity of his body, 
removed himself from a tower nearby and, 
emitting a whistle most horrible to hear, flew 
kappily over the big square filled with innu- 
merable people. 


According to the narrator, the fligkt 
ended with the collapse of the left 
wing and a fall on the roof of a nearby 
church, although Danti had acquired 
proficiency by flying several times from 
she bluffs overlooking Lake Trasi- 
meno. Another version of the same 
event describes the population as so 
incensed at his temerity in attemptirg 
to emulate the angels, that his appara- 
tus was burned and the “sorcerer” 
exiled from the city. 


LEONARDO DA VINCci’s CONTRIEUTION 


It was probably this attempt which 
caused Leonardo da Vinci to give 
serious consideration to the problem of 
flight. Asa trained engineer, however, 
he realized the necessity, before he 
attempted actual construction of a 
flymg machine, for a thorough theo- 
retical investigation, which he gave to 
the world in 1505 under the name of 
“Codex on the Flight of Birds.” This 


curious booklet, full of descriptions and 
sketches of birds and various forms of 
mechanical wings, has been preserved, 
and, like some of his other notebooks, 
is full of most interesting material. 

We know that he was first to realize 
the proper relationship between wing- 
position end center of gravity, and to 
point out the fallacy still held in popu- 
lar belief that a low center of gravity 
must of necessity result in an inher- 
ently stable mechanism. He also es- 
tablished the theory of the inclined 
plane, later mathematically investi- 
gated by Newton, and that there must 
be a resistance offered to advancement 
by the air if sustentation of an object 
is to occur. His explanation of the 
motion of a bird’s wing has not hitherto 
been seriously challenged, and our 
present knowledge on that point has 


- not materially progressed beyond his. 


According to his designs, he attempted 
to imitate the mechanical structure 
of a bird’s wing, and his conception of 
the mechanical principles involved, 
and the means by which complex mo- 
tions were to be attained were quite 
sound. Even his calculations were, in 
the main, correct; but he underesti- 
mated tne power required to operate 
his wings, doubtlessly for lack of suit- 
able apparatus for research. 


Francisco LANA’s STUDY 


Francisco Lana, an Italian Jesuit in 
1670, published a study on the physical 
properties of air, which was far in ad- 
vance o? the general knowledge of his 
time. He described a method to 
weigh a given quantity of air and first 
deduced. the principle of lighter-than- 
air flying craft. He proposed a vessel 
suspended from four hollow copper 
globes, from which the air was to be 
evacuated by filling them with water, 
and then allowing the latter to run out 
through a pipe over 84 feet long—a 
perfectly sound principle, assuming 
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that a vessel could be built strong 
enough to sustain the atmospheric 
pressure. His work concludes with the 
following >rophetic words: 


. . and I can see no other difficulties that 
can be offered against this invention of mine 
excepting one which to me seems of more 
weight than all the others, and that is, that 
God shall never allow such a machine to be 
successful in practice, to prevent many zon- 
sequences wich would disturb civil and po- 
litical intercourse among mankind. For 
who does no} see that no city would be secure 
from surprises, as the ship could descend at 
any hour upon the very market place and 
from uv issue men intent on ruin? And the 
same would happen in the courtyards of 
private houses and on the ships at sea, and 
even withoul descending could set the ships 
afire unth fireworks, bullets and bombs, and 
not oniy ships, but houses, castles and cities, 
and those below would be without means of 
hurting those who dropped them from a 
great height. 


In common with many other en- 
lightened thinkers, who aimed to re- 
place the religious obscurantism of 
their time with useful knowledge, this 
man, who considered it unsportsman- 
like to attack defenseless cities unable 
to fight back, was brought before the 
dreaded Inquisition and tried for 
sorcery, but-—strangely enough—was 
acquitted. 


First OrrIcIAL RECOGNITION 


The first official recognition ever 
given by a government to the inven- 
tor of a flying machine was granted to 
one Bartholomy de Guzmao by the 
King of Porzugal, and when we remem- 
ber that even today some very absurd 
and unpractical ideas are often pa- 
tented, we need not wonder that this 
first aeronautical patent was granted 
to what is perhaps the strangest and 
weirdest idea of them all. For this 
invention consisted of a ship built of 
iron and filled with chopped straw, 
over the deck of which there stretched 


a horizontal sail or canopy. Ascen- 
sional force was to be derived by three 
distinct methods: 1. A current of air 
was to be generated by bellows within 
the hold to blow upwards against the 
canopy; 2. Two large globes of lode- 
stone or magnetic iron mounted on 
deck were to attract the metal body of 
the ship; 8. A number of pieces of 
amber suspended above the deck were 
to be heated by torches, and thus, by 
a well-known principle of static elec- 
tricity, cause the straw in the hold to 
rise towards them. Three perfectly 
good ways, so to speak, of lifting oneself 
by pulling one’s own bootstraps. 

The original patent granted hy 
John V, of Portugal, is interesting as a 
document showing that the value of 
aircraft to any nation possessing it was 
well realized; also as an example of the 
thoroughness with which exclusive 
privileges were granted and what dire 
penalties were incurred by the hapless 
infringer. It is cf sufficient interest 
to quote it here in its entirety from a 
French translation. Note how well 
the advantages of flying which we enjoy 
today were understood at the time. 


WE, THE KING (follow titles), make 
known that Father Bartholomeo Lourenabu 
de Guamao has addressed a petition wherein 
he declares that he has discovered an instru- 
ment designed to navigate in the airs in the 
same manner as on the ground and waters 
with far greater speed, covering a distance of 
£00 leagues a day. By this instrument one 
can deliver important messages to distant 
countries and troops almost al the same in- 
stant in which they are prepared, which m- 
terests us more than ut does other sovereigns on 
account of the great extent of our possessions; 
one can avoid thereby the great distances of 
colonies, the news from which we always re- 
ceived too late; and furthermore, we can ob- 
tain all the necessities from said colonies much 
sooner and with greater speed; business men 
can exchange documents and capital with the 
same speed; all the beleaguered places can. be 
assisted, with men as well as with provisions 
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at any moment; those who desire can Le taken 
ou from them without interference from the 
enemy; and one can discover the lands adjoin- 
ing the two poles of the earth. 

The glory of this discovery shall revert to the 
Portugese nation, a discovery which foreign 
nations shall vainly attempt to imitate. The 
real longitudes of the entire world shall be 
known, for the errors on geographical maps 
are the cause of many shipwrecks; and fur- 
thermore, other advantages will be useful to 
the world and shall merit our royal attention; 
as in connection with this useful invention 
many problems will present themselves, many 
crines will be committed, and other crimes 
facilitated through the certainty of evading 
justice by flying into other lands. 

The abcve shall be avoided if the use of it be 
reserved to one person to whom all orders con- 
nected with said transport shall be given, and 
foroidding its employ to all other under pen- 
altu of punishment. Because it is just to 
remunerate the author of such an important 
invention, he has asked us for the exclusive 
prinlege to operate said inveniton. so ¿hat no 
one else can aval himself of ut, at any mo- 
ment, in this Kingdom and ts colonies. under 
no pretext whalsoever without the permission 
of the author or his heirs, under penalty of 
forfeiting all his possessions, one-kalf of 
which shall go lo the author of the petition and 
the other half to the denouncer; and under all 
other penalties that it shall please us to apply, 
which shall be enforced as soon as 4 shall be 
known that any other person is building a 
similar instrument, even if he has net used 
the same, unless the culpable one has placed 
himself beyond jurisdiction by escape. 

In consideration of his proposals I accord 
to the author of said petition the privilege of 
the execution of his invention to any cther’s 
exclusion, who cannot make use of said in- 
vention under the penalties as above specified. 
Only the author of the petition shall have the 
right to the use of this invention, as is re- 
quested in said petition. 

This patent ehall be privileged and effec- 
tive in all its provision beyond the term of one 
year, in spite of the contrary provisions in 
Chapter IV, book II of our Ordinances. 

There has been paid to the treasurer of the 
couri, 2 francs 50 cent. as provided on page 
160, Vol. I. Registered on page 149, Vol. I. 
Jose Maria de Faria wrote this patent the 


19th day of April, 1709. Manoel de Castro 
Guimaraes has revised and rewritten it. 
Recieved 2 fr. 50. (Signed) THE KING, 


According to well-authenticated re- 
ports, Guzmao is actually known to 
have made a flight in a machine of his 
construction shortly after the grant- 
ing of the patent, in the presence of the 
court and a vast crowd. Details are 
lacking, but an eyewitness relates 
about “...a globe containing fire 
which he himself had lighted.’ It is 
evident that the original idea had been 
abandoned and that the inventor en- 
trusted himself to a hot air balloon. 
But it was a deed miraculous for all 
that; even the good graces of the King 
were unable to save him from the charge 
of sorcery, and in 1717, Guzmao was 
brought before the dreaded Holy Tri- 
bunal. All papers relating to the in- 
vention were publicly burned, includ- 
ing accounts of the flight that were 
discovered while the unfortunate in- 
ventor was condemned to a dungeon, 
and not only his mistress but all the 
women he had ever been ‘known to 
speak to were accused of witchery. 
Eventually he succeeded in escaping 
to Spanish territory where he died 
shortly afterward. 


Tar EIGHTEENTH CENTURY 


The annals of the eighteenth cen- 
tury contain many records of further 
attempts and scientific discoveries, 
each of which added to the store of 
knowledge and made the chances of 
ultimate success more real. 

The story of how the first balloon 
ascension was made by the brothers 
Montgolfier in 1783 is too familiar to 
be retold here in great detail. What 
is not so generally known, is that þe- 
fore the year was over the physicist 
Charles invented most of the improve- 
ments that are still in use today, such 
as the “net” which distributes the 


6 THE ANNALS OF THE AMERICAN ACADEMY 


weight of the basket over the entire 
surface of the balloon, the safety 
valve, the rip cord to safeguard land- 
ings, and many others. Balloons were 
found to be very simple to construct 
and, keeping one for amusement being 
merely a matter of expense, ascensions 
became quite a popular sport among the 
French nobility prior to the Revolution. 
The spectacular new toy inflamed 
popular imagination and brought the 
usual exaggerations in its train. There 
arose a “cuisine au balloon,” “voitures 
au balloon,” and of course, “la mode 
au balloon,” which was richly carica- 
tured in the press of the time. 

After that success the imagination 
of the inventors simply ran riot, and 
many of the devices of which records 
have been preserved are ludicrous in 
the extreme. Thus stock was sold for 
a dirigible balloon which was driven 
by a compressed air cannon. The 
bedy. suspended about thirty feet 
from the balloon proper, contained a 
compressor operated by a man-oper- 
ated treacmill. A cannon would be 
loaded wita a ball which was suspended 
by a cham from the balloon above; 
shooting the cannon would send the 
ball in any desired direction, and ater 
the chain was taut its momentum 
was supposed to carry the whole 
contraption along for a while, dur- 
ing which time another similar ball 
was being loaded. A mattress on the 
bow of the boat was thoughtfully pro- 


vided to receive the impact of the 
returning ball without damage. An- 
other company was organized for the 
purpose: of supplying tired Parisian 
business men with the bracing air of 
high altitudes without necessitating a 
trip to the mountains, simply by hav- 
ing a balloon, large enough to carry a 
house’s population, ascend over the 
city every evening to be brought down 
again at dawn of the next day; all 
comforts of home being provided for, 
not forgetting a pipe organ for musical — 
entertainment. 

Aerial navigation having been ac 
complished in one form, interest in the 
development of flight by means of 
wings lagged for a time. Also, it had 
gradually been realized that man’s 
muscular power is not sufficient to 
sustain him in the air. But after the 
steam engine was improved, thought 
began to be applied to the problem of 
harnessing the new force to aerial 
navigation. The design of an English- 
man, Sir John Cayley, dated 1842, is 
the earliest of which we have detailed 
knowledge; and it shows how previous 
speculation had been well directed and 
how much had been learned by experi- 
ence with gliders that this machine—- 
which was never built, owing to the 
impossibility of obtaining an engine 
of sufficient power—was to embody 
the great majority of devices which 
made dynamic flight ultimately pos- 
sible. 


The Airplane 


By Dr. Mican Warrer, M.S.A.E. 
Design Engineer, Chance Vought Corporation 


HE outstanding event of the begin- 
ning of the twentieth century is 
the fulfillment of the age-long objective 
of man to conquer the air. On Decem- 
ber 17, 1903, an object created by 
man’s genius and resembling nothing 
that we know in nature, an object 
much heavier than the air, carried a 
man in his conquering flight of few 
seconds. A few seconds in 1903— 
seconds of anguished uncertainty, con- 
tinuous danger, and tiresome efforts. 
Twenty years after peaceful flights, of 
hours and hours duration-——oceans 
spanned and the earth girded by glori- 
ous flights. Only twenty years after! 
The gigantic strides of the youthful 
science is a deserved reward to those 
brave men who dared and won success. 
Because of the absence of labora- 
tories in the early days of flying, the 
theory of flight had to be studied by 
actual experiments. It was only later 
when scientists and engineers devoted 
their attention to this new method of 
locomotion that the practical results 
found theoretical explanation and tech- 
nical coórdination. Today; aeronau- 
tics is a well-defined and extensive 
branch of pure and applied sciences. 
The airplane is strictly a technical 
product, created according to usual 
procedures of engineering. It is de- 
signed, calculated and manufactured, 
and its strength, capacity and per- 
formance are controllable and known 
before the production is even started. 
There are five distinct groups of 
principal parts constituting an air- 
plane: wings, stabilizing and control- 
ling surfaces, power group, body, and 
landing gear. The wings sustain the 


craft in flight. Stabilizing and con- 
trolling surfaces are necessary to render 
the plane stable and steerable. The 
power group provides the motion of the 
craft in zhe air, which is the most im- 
portant condition of sustention. The 
body houses the crew, passengers, and 
luggage. The landing gear serves in 
alighting and landing. 

The aim of this article is to review 
these perts and in the light of our 
present knowledge to explain their 
working, history and probable future 


modifications. 
` 


Winas 


Á wing is a structure having a lateral 
dimension (span) from about four to 
twelve times greater than longitudinal 
one, (chord). The chord section of a 
wing resembles somewhat the wing of 
a bird. The form of this section, the 
airfoil, is the governing factor in the 
characteristics of a wing; it was 
evolved, in the beginning of flying, 
through methodical experimentation, 
but found its general explanation only 
in 1906. Professor Joukowsky of Rus- 
sia, by a brilliant mathematical theo- 
rem, proved that wing profiles when 
invested by an air stream are subjected 
to an air force perpendicular to the 
original direction of the wind. ‘This, 
however, is true only in what is known 
as the ideal fluid and for such wings 
whose span would be infinitely larger 
than the chord. 

In actual practice these conditions 
are not fulfilled, and as a result the 
air force is inclined slightly backward 
so that we must consider two forces: 
one perpendicular to the direction of 
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the air stream, and called the “lift,” 
and a second along the direction of 
relative wind, called the “drag.” The 
lift is the sustaining force which en- 
ables us to fly, while the drag must be 
overcome by the thrust of the pro- 
peller. 

In order to understand the lifting ac- 
tion of a wirg let us imagine at the lead- 
ing edge of 2 wing two particles of air. 
Let us suppose that one has to travel 
along the upper camber of the profile, 
while the second must follow the under 
camber; since the air cannot break, the 
upper particle will be forced to travel 
with a speed higher than that of the 
lower one. But il is a known fact in 
hydrodynamics that whenever the 
speed is high the pressure is low, and, 
therefore, the pressure on the upper 
side of the wing is much lower than on 
the under side. As a result of this 
difference of pressure there is a force 
acting on the wing as long as there is a 
relative motion of the wing and the air. 
This explains why an airplane must be 
in constant motion, and shows the im- 
portance of what is called the loss of 
speed. 

The wing theory constitutes a very 
important branch of aerodynamics, 
and, today, besides the Kutta-Joukow- 
sky theory, we have further develop- 
ments of this question. It is possible 
at present nct only to evaluate very ac- 
curately the characteristics of a given 
airfoil, but also to design airfoils with 
desired characteristics. The experi- 
mental research carried out in various 
wind tunnels of the world has enriched 
our technical library with records on 
numerous and varied airfoils, and in 
designing a new airplane it is custom- 
ary to use these records instead of at- 
tempting to design a new airfoil. 
Only in special cases, as in high-speed 
racing planes, where every bit of refine- 
ment is required for a successful de- 
sign, does a manufacturing company go 


to the expense of designing and experi- 
menting with new airfoils. 

The evolution in airfoils so far was as 
follows: the first machine did not have 
airfoils, properly speaking, but used flat 
and arched surfaces. The next step 
was toward thin airfoils, which seemed 
to be efficient. With the aid of wind 
tunnel research, and mathematical in- 
vestigations, it was found that semi- 
thick and thick airfoils compare very 
favorably with the thin ones. In an 
orthodox design of today, almost in- ` 
variably use is made of semi-thick air- 
foils, ranging in thickness from eight 
to twelve per cent of the chord. 
Planes of the future are pictured today 
by engineers as huge monoplanes with 
thick wing (20-25 per cent of the 
chord) housing motors, crew, passen- 
gers, etc., entirely within it. 

The monoplane versus biplane is a 
highly debated subject, and each ar- 
rangement has its advocates. In my 
opinion, however, no fixed solution is 
possible, as it is merely a matter of con- 
ditions and service requirements that 
should govern an unprejudiced choice 
of the wing arrangement. Strength of 
the design is a criterion which often 
limits and directs the type of design. 

One of the important features of 
airfoils is the variation of the lifting 
force, with change of the attitude of the 
airfoil in reference to the direction of 
flight. When the chord of airfoil 
makes a small angle with the relative 
wind, the lifting force and drag are 
small, and with increase of angle are 
gradually increasing; at an angle of 
attack of about fourteen to eighteen 
degrees there is a sudden drop in lifting 
force, and this point determines the 
landing speed of the craft. Since it is 
evident that the lower the landing 
speed the safer it is to fly an airplane, 
the efforts of engineers and inventors 
were long directed to increase the lift- - 
ing power of airfoils, without appre- 
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ciably affecting the characteristics of 
profile at small angles of attack which 
govern the high speed of the craft. 

There were various ingenious devices 
tried out, but the most promising one 
seems to be what is known as a slotted 
wing in combination with a flap. A 
slotted wing represents an airfoil built 
of one or more smaller airfcil—like 
portions which when closed form one 
large airfoil. By opening them the 
lifting power of the original airfoil can 
be increased considerably, thus de- 
creasing the landing speed of the air- 
plane. 

The flap is a movable portion of the 
wing located at the trailing edge, which 
when lowered increases the maximum 
lift coefficient of the original profile. 
Since these devices result in mechanical 
complications, it was found that a 
single slot in combination with a flap is 
mechanically the most practical ar- 
rangement. 

Planes having this arrangement are 
being tested out in England and Ger- 
many, in which two countries the idea 
of a slotted wing was first originated. 
It seems that the improvement of the 
planes in the immediate future lies in 
the perfection of the slotted wing. 


STABILIZING AND CONTROLLING 
SURFACES 

The stalling speed is a danger point 
of an airplane’s flight because should 
this point be passed the plane will lose 
its flying speed with a resulting loss in 
lifting ability and control. Conse- 
quently the plane must be designed in 
such a way that when the angle of at- 
tack is being increased the airplane 
should have an inherent tendency to 
lower its nose (diving moment) and 
vice versa; a decrease in angle of attack 
should result in a tendency to raise the 
nose (stalling moment), thus prevent- 
ing a dive. 

Á wing by itself, like every other 


streamlined body, does not follow this 
law. It has an unstable tendency to 
continue on whatever motion begun 
until a disastrous end. In order to 
counteract this tendency an airplane 
is fitted with an auxiliary wing, located 
at the rear of the body, for the purpose 
of stabilizing the craft. A flap action 
is utilized in this auxiliary surface to 
control the plane, and the movable 
portion is called the elevator, the 
whole combination being called the 
horizontal tail. 

The horizontal tail is either sup- — 
ported by the rear end of the fuselage. 
or 1s erected on special booms. Con- 
trol is achieved by means of cables 
attached to controlling horns fastened 
to the surfaces. The cables lead to 
the pilot’s control which is either a 
stick or wheel type. 

The function of the horizontal tail is 
to assure longitudinal stability and 
control of the airplane. There are 
two other kinds of possible deviations 
of the craft during flight, namely the 
directional (yawing), and rolling. Di- 
rectional stability is achieved by means 
of vertical surfaces, the rear part of 
which is movable, similar to the ele- 
vators. This part is called the rudder 
and is used to steer the craft right and 
left, Just as in a motor boat. 

The rolling or rotation of the plane 
about its longitudinal axis is corrected 
by means of increasing the lift on one 
side of the wing and decreasing it on 
the opposite side. The standard ar- 
rangement used for this purpose at 
present is to have on each side of the 
wing a fiap (the aileron), extending only 
a part of the semi-span and connected 
to the pilot’s control in such a manner 
that when one side is depressed the 
opposite is raised. 

All these surfaces secure the control 
of the plane in the air, and their ar- 
rangement and sizes must be ample but 
not excessive. 
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Wind tunnel research plays a very 
important part in securing reliable in- 
formation on flying properties of the 
craft. With the theoretical methods 
avallable at present, an engineer is able 
to investigate and design an airplane 
so that a desired degree of stability 
and controllability is secured. 

The tail surfaces, in the early days, 
were flat surfaces located sometimes 
as at present behind the main areas, 
sometimes in front (the so-called 
Canard type). With the recognition 
of useful properties of airfoils the use 
of cambered sections in tail surfaces 
is practically standardized. 

The adoption of the airfoil section 
is very important because it increased 
the range and power of control. With 
the accumulation of theoretical in- 
vestigations and wind tunnel experi- 
ments, it becomes apparent that the 
old locations and sizes of stabilizing 
and controlling surfaces are almost in- 
variably too large, and the new designs 
already show a closer study of this 
problem. Asa result the length of the 
body or booms are shortened, weight 
of the structure decreased, and a sav- 
ing in cost effected. 

The improvements in the profile of 
the tail surfaces was followed by the 
improvement in the types of balance. 
The purpose of balancing the control- 
ling surfaces is to decrease the force re- 
quired to operate the controls. In 
future giant planes the controls will 
probably be operated by servo-motors 
or auxihary surfaces. The slotted 
wing arrangement also finds its utiliza- 
tion in controlling surfaces at the air- 
plane. 


Power PLANT 


The sustaintion of an airplane is 
secured by motion of the wings relative 
to the surrounding air. To achieve 
this it is necessary to overcome the 


drag of the wings and also the parasite 
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resistance. Parasite resistance is called 
the total resistance offered by the body, 
landing gear, tail surfaces, etc., to the 
motion through the air.. 


The propeller creates the necessary 


thrust, and as long as the airplane is in 
the state of level unaccelerated motion 
the propeller thrust is equal to the total 
drag of the machine. The propeller 
can be compared to an ordinary screw, 
or to two airfoils mounted on a rotat- 
ing shaft and following a circular path. 
The resulting force on each blade can 
be resolved into a force along the direc- 
tion of the motion—the thrust—and 
another in the plane of rotation of the 
propeller—the torque. The torque 
movement of the propeller is equal to 
the torque of the engine obtainable on 
the crankshaft. 

The propeller blades are shaped, 
taking into account the fact that each 
portion of the blade meets the alr- 
stream at different angles and at differ- 
ent speeds. Ordinary propellers are 
made of laminated wood, but recently 
developed metal propellers showed 
higher efficiency and good weather- 
proof qualities, and the metal propeller 
will unquestionably supplant the wood- 
enone. There were invented propelling 
units of most varied nature, but if one 
thinks of the high efficiency obtainable 
with an ordinary propeller, it 1s almost 
certain that this simple device will be 
the winner for the range of present 
speeds. The efficiency of an ordinary 
propeller (for a comparatively slow 
airplane) is around eighty per cent, 
while the high-speed propellers have 
an efficiency of around eighty-five per 
cent. 

The comparative inefficiency of the 
present power plant lies mainly with 
the engine which is a perfected type of 


four-cycle explosion motor, using gasor 


line as fuel. There are water and air- 
cooled types, but the general trend 1s 
noticeably toward the latter. This 
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fact is explained by the elimination of 
the water system (a frequent cause of 
trouble in a water-cooled engine), 
which saves in weight, and retains 
practically the same high speed of the 
airplane. The added reliability and 
decreased weight are very important 
factors, and as a result the air-cooled 
engines are rapidly gaining in favor 
among aeronautical engineers. 

Low weight is a very important re- 
quirement of an airplane engine, and 
combined with requirements of sim- 
plicity and reliability an airplane en- 
gine of today is a remarkable achieve- 
ment of engineering. Light alloys and 
high-grade steels are used exclusively 
in aviation engines of today. 

The operation of airplanes at high 
altitudes results in the necessity of 
employing superchargers, which feed 
the engine with the air at sea-level 
pressure. The use of superchargers, 
with a comparatively small increase 
in first cost, results in an increased 
efficiency of operation, and even en- 
gines which are not specially built for 
high altitude work at present are 
equipped with superchargers. 

The desire to improve the efficiency, 
end increase the power per weight, 
results in the research on two-cycle 
explosion and Diesel engines, end algo 
in study of the possibilities of creating a 
gas turbine. The gas turbine will have 
an important advantage of smoothness 
of operation and uniformity of action. 
Jet propulsion (that is, the employ of 
reaction of escape of exploded gases 
directly, without use of propellers) is 
another feature studied by engineers, 
but it seems that the real advantages 
of such a power plant could be gained 
only at speeds much above the ones 
obtainable at the present time. 


Bopy 


The body or fuselage houses pilots, 
crew, passengers and luggage. The 


airplanes of the early days did not have 
what at present is known as the body; 
the pilot simply sat on a small seat with 
landscape visible from beneath and onall 
sides. The old type of fuselage struc- 
ture with its many struts, wires and 
fittings, the pilot himself exposed to 
the wind, represented considerable 
resistance and discomfort. The realiz- 
ation of this led to covering the fuse- 
lege with fabric. The enclosed fuse- 
lage has a lower resistance and also 
presents a comfortable housing space 
for the pilot. 

Large commercial airliners of today 
have spacious, noiseless, well-venti- 
lated, heated and comfortably furnished 
cabins. The pilots’ compartment has 
steering mechanisms and instruments 
for flying and navigating. There are 
usually special luggage spaces and 
lavatories. In the case of a military 
plane, the body houses the machine 
guns, bombs, photographic cameras, 


_ etc., as the purpose of the craft may 


require. 

Single-engined planes have the en- 
gine in the front part of the fuselage, 
and fuel stored as close as possible to 
the center of gravity of the airplane. 
Multimotored planes may have a cen- 
tral motor room in the fuselage, but 
preferably the motors are located on 
the wings with fuel and oil stored in 
special tanks, the whole unit stream- 
lined to minimize the air resistance. 

In a plane of such size that passen- 
gers could be housed inside of the wing, 
the fuselage will disappear and instead 
there will be booms or outriggers sup- 
porting the tail surfaces. 


LANDING GEAR 
Since an airplane cannot fly below a 
certain speed, in order to begin its 
flight a machine must gather this speed 
by running along the ground (or water, 
in the case of water craft). On the 
other hand, at the instant of contact 
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with the ground an airplane still has 
its flying speed, and before coming to a 
full stop 1t must have some means of 
rolling or sliding along the ground. 
For this purpose airplanes are equipped 
with landing gear or chassis, which, 
depending on the type of the craft, are 
either land or water types. 

A land-type airplane, called a land- 
plane, may be required to operate 
from the ground or snow, and in 
such cases is fitted with wheels or 
skis. 

Wheel-type landing gears are of most 
varied design, but can be segregated 
into two distinct groups—axle and 
‘ split-axle. The distinction of these 
two types lies m the presence of a con- 
tinuous axle in the first group; while in 
the second the axle is bent up so that 
there is no continuous member joining 
the two wheels. The advantage claimed 
for this type is the reduction of hazard 
of nosing over, should the plane be 
forced to land in case of emergency on 
unsuited ground. It is also better 
because it minimizes the possibility of 
striking objects on the ground while 
taking off or alighting. Skis made out 
of wood or metal are used in operating 
from the snow-covered ground in north- 
ern countries. 

Landing and running over the ground 
imposes a rather severe shock on the 
chassis, and in order not to transmit it 
into the structure, landing gears are 
equipped with shock-absorbing de- 
vices. The first and the lightest was 
shock-absorker cord in tension. At 
present there is a variety of shock-ak- 
sorbing devices such as: rubber disks 
in compression, rubber balls and oleo, 
steel springs and oleo, etc. The most 
popular seems to be the oleo type oper- 
ating on the principle of the hydraulic 
braking effect of special oil while pass- 
ing through small orifices, a compara- 
Lively simple detail in a small airplane. 
When one thinks of giant airplanes cf 


the future, the landing gear must 
present most intricate problems. 

The water-type landing gear is of 
two types—single and twin float. In 
the first case there is a single float under 
the main body of the airplane, and the 
lateral stability of the craft at rest or 
at low speeds is obtained by means of 
auxiliary wing tip floats. The buoy- 
ancy of this float is sufficient to counter- 
act, with a margin, the offsetting mo- 
ment of the inclined craft. A twin 
float type does not require the presence 
of wing tip floats, because its two 
floats are located very similarly to the 
two wheels of a landplane. 

This type of water craft is called 
seaplane. Besides this there is a 
third variety of water-operating air- 
planes which are called flying boats. 
As the name implies, these are espe- 
cially built airplanes in which the body 
is built like a boat, so that it can take 
off and alight on water. 


CONCLUSION 


The few pages allotted to this article 
are hardly sufficient even for an ex- 
tremely abbreviated description of the 
workings and principles of this modern 
achievement. The airplane is a glori- 
fication of engineering because it marks 
the conquest over the most extensive 
and one of the most powerful elements 
—the air. 

If economy is a purpose in other 
branches of engineering, it is a neces- 
sity in aeronautics. The exacting re- 
quirements of aeronautical engineering 
are already felt throughout the techni- 
cal world; better material, lighter 
material, saving in sizes, closer and 
better standards. This effect is also 
felt morally. The intricate problems 
of design require a thorough knowledge 
in different branches of engineering, 
and as a result it leads to a higher 
standard of engineering education. 

The nsual antagonism of science and 
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practice is disappearing in aeronautics 
because of closer scrutiny of materials, 
and high standards of workmanship 
mede it possible to prove to most prac- 
tical men that “figures don’t lie.” 
The airplane of today is a reliable 


means of transportation which may 
be used without hesitation. The he- 
roic period has passed, and daring and 
trying is supplanted by accurate en- 
gineering calculations and methodica 
research. 


The First Flight 


By Jess E. HorsrALL 
Editor, Aero Digest 


HE fligbts of their glider in 1902 

convinced Wilbur and Orville 
Wright of the efficiency of their system 
of maintaining equilibrium, and the 
accuracy of the laboratory work u>on 
which the design of their glider was 
based. They then felt they were pre- 
pared to calculate in advance the 
performance of machines with a degree 
of accuracy that had never been pos- 
sible with the data and tables used by 
their predecessors. Before leaving 
their camp at Kitty Hawk, North 
Carolina, in 1902, they were at work on 
the general design of a new machine 
which they proposed to operate with 
engine-driven propellers. 


Tus Fist ENGINE 


Upon their return to Dayton they 
wrote to 2 number of automobile and 
engine builders, stating the purpose for 
which they desired an engine, and 
asking whether one could be furnished 
that would develop eight-brake horse- 
power, with a weight complete not ex- 
ceeding 200 pounds. Most of the 
companies answered that they were too 
busy with their regular business to 
undertake the building of such an 
engine, but one company replied that 
they had engines which weighed only 
185 pounds and rated at 8 h. p., accord- 
ing to the French system of ratings. It 
had but a single cylinder of four-mch 
bore and five-inch stroke, and its power 
probably was much overrated. Unless 
it would develop a full eight-brake 
horsepower it would not serve its 


purpose. 
Finally the Wright brothers decided 
to build an engine themselves. They 
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designed an engine of four cylinders 
with four-inch bore and stroke, weigh- 
ing not over 200 pounds including all 
accessories. Upto that time their only 
experience in the building of gasoline 
engines had been in the construction of 
an air-cooled engine, five-inch bore and 
seven-inch stroke, used to run the 
machinery of their small workshop. 
To be certain that four cylinders of the 
size they had decided upon would 
develop the necessary 8 h. p., they first 
fitted them into a temporary frame of 
simple and cheap construction. Six 
weeks from the time the design was 
started they had the engine on the 
block, testing its power. There was 
no provision for lubricating erther 
cylinders or bearings while this engine 
was running, and for that reason it was 
not possible to run it more than a 
minute or two at a time. In these 
short tests the engine developed about 
9h. p. They were then satisfied that 
with proper lubrication and better 
adjustments a little more power could 
be expected. The completion of the 
engine was therefore proceeded with at 
once. 


DESIGNING THE MACHINE 


While their assistant, Mr. C. E. 
Taylor, was engaged with this work, 
the Wright brothers were completing 
the design of the machine itself. The 
preliminary tests of the engine having 
indicated that more than 8 h. p. would 
be secured, they felt free to add enough 
weight to build a more substantial , 
machine than originally contemplated. 

Their tables of air pressures and ' 
experience in flying with the 1902 glider 
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enabled them to calculate the tarust 
necessary to sustain the machine in 
dight. But to design a propeller that 
would give this thrust, with the power 
at their command, was a matter not es 
yet seriously considered. Data cn air 
propellers were not available, but they 
“understood that an efficiency of fifty 
per cent with marine propellers was not 
unusual and that it would be necessary 
only to learn the theory of the opera- 
tion of marine propellers from books 
on marine engineering, substituticg air 
pressures for water pressures. Several 
such books were secured from the 
Dayton Public Library. All the for- 
mulae on propellers contained in these 
books were of an empirical nature, and 
there was no way of adapting them to 
calculations of aerial propellers. As 
they could neither afford the time nor 
expense of a long series of experiments 
to find by trial a propeller suitakle for 
their machine, they decided to rely 
more on theory than was the practice 
of marine engineers. 

They agreed that a propeller was 
simply an aeroplane traveling in a 
spiral course. As they could calculate 
the effect of an aeroplane traveling in a 
straight course, they felt that to cal- 
culate the effect of one traveling in a 
spiral course would not be difficult. 

On further consideration they found 
it hard to find even a point from which 
to make a start, for nothing atout a 
propeller, or the medium in which it 
acts, stands still for a moment. ‘The 
thrust depends upon the speed and the 
angle at which the blade strikes tae air; 
the angle at which the blade strikes the 
air depends upon the speed at which 
the propeller is turning, the speed the 
machine is traveling forward, and the 
speed at which the air is slipping back- 
ward; the slip of the air backward 
depends upon the thrust exerted by the 
propeller and the amount of ai acted 
upon, When any one of these changes 


it alters all the rest, as they are all 
interdependent. But these are only 
a zew of the many factors that must be 
considered and determined in calculat- 
ing and designing propellers. Their 
minds became so obsessed with it that 
they could do little other work. They 
engaged in innumerable discussions, 
and often after an hour or so of heated 
argument would discover that they 
were as far from agreement as when 
they started, but that both had 
changed to the other’s original posi- 
tion in the discussion. After several 
months of this study and discussion 
they were able to follow the various 
reactions in their intricate relations 
long enough to begin to understand 
them. They realized that the thrust, 
generated by a propeller when not 
moving through the air, was no indica- 
tion of the thrust when moving for- 
ward. Their only recourse to really 
test the efficiency of propellers would 
be to actually try them on the 
machine. 

For two reasons they decided to use 
two propellers. In the first place by 
the use of two propellers they could 
secure a reaction against a greater 
quantity of air, and at the same time 
use a larger pitch angle than was 
possible with one propeller; and in the 
second place by having the propellers 
turn in opposite directions the gyro- 
scopic ection and torque of one would 
neutralize that of the other. The 
method adopted, of driving the pro- 
pellers <n opposite directions by means 
of chains, is now too well known to 
need description here. They placed 
the engine to one side of the pilot 30 in 
case of a plunge headfirst, the engine 
could not fall upon him. In their 
gliding experiments they had had a 
number of experiences in which they 
had landed upon one wing, but the 
crushing of the wing had absorbed the 
shock, go that they were not uneasy 
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about the motor in case of a landing of 
that kind. To provide against the 
machine rolling over forward in land- 
ing, they designed skids like sled run- 
ners, extending out in front of the main 
surfaces. Otherwise the general con- 
struction and operation of the machine 
was to be similar to that of the 1902 
glider. 

When the engine was completed and 
tested, they found that it would de- 
velop 16 h. p. for a few seconds, but 
that the power rapidly dropped until, 
at the end of a minute, it was only 12 
h. p. Ignorant of what a motor of this 
size ought to develop, they were greatly 
pleased with tts performance. With 
12 hb. p. at their command, they con- 
sidered that they could permit the 
weight of the machine with operator 
to rise 750 to 800 pounds and still have 
as much surplus power as they had 
originally allowed for in the first esti- 
mate of 550 pounds. 

Before leaving for their camp at 
Kitty Hawk they tésted the chein 
drive for the propellers in their shop 
at Dayton and found it satisfactory. 
They found, however, that their first 
propeller shafts, which were con- 
structed of heavy gauge steel tubing, 
were not strong enough to stand the 
shocks received from a gasoline engine 
with a light fly wheel, although they 
would have been able to transmit three 
or four times the power uniformly 
applied. They therefore built a new 
set of shafts of heavier tubing, which 
were tested and thought to be strong 
enough. 

They left Dayton, September 23, 
arriving at the camp at Kill Devil Hill 
on Friday,-the 25th. Provisions and 
tools had been shipped by freight 
several weeks in advance. The build- 
ing, erected in 1901 and enlarged in 
1902, was found to have been blown by 
a storm from its foundation posts a few 
months previously. While they were 


awaiting the arrival of the shipment of 
machinery and parts from Dayton, 


. they put the old building in repair and 


erected a new building to serve as a 
workshop for assembling and housing 
a new machine. 

Just as the building was being com- 
pleted, the parts and material for 
the machine arrived. The next three 
weeks were spent in setting the motor 
machine together. On days with more ` 
favorable winds they gained additional 
experience in handling a flyer by gliding 
with the 1902 machine. 


MATHEMATICAL BASES 


While Mr. Chanute was with them a 
great deal of time was spent in discus- 
sion of the mathematical calculations 
upon which the Wrights had based 
their machine. Mr. Chanute informed 
them that, in designing machinery, 
twenty per cent was usually allowed 
for the loss in the transmission of 
power. As they had allowed only 
five per cent, a figure arrived at by 
some crude measurements of the fric- 
tion of one of the chains when carrying 
only a very light load, they were much 
alarmed. More than the whole surplus 
in power allowed in their calculations 
would, according to Mr. Chanute’s 
estimate, be consumed in friction in the 
driving chains. After Mr. Chanute’s 
departure, they suspended one of the 
drive chains over a sprocket, and on it 
fixed a weight approximately equal to 
the pull that would be exerted on the 
chains when driving the propellers.” 
By measuring the extra amount of 
weight needed on one side to lift the 
weight on the other they calculated the 
loss in transmission. This indicated 
that the loss of power from this source 
would be only five per cent, as origi- 
nally estimated. But while they could 
see no serious error in this method of 
determining the loss, they were uneasy * 
until they had a chance to run the 


Tar First Frierr | 17 


propellers with the engine to see 
whether they could get the estimated 
number of turns. 


Tests AND DIFFICULTIES 


The first run of the motor on the 
machine developed a flaw in one of 
the propeller shafts. The sharts were 
sent at once to Dayton for repair, 
and were not received again until 
November 20. They put them in 
the machine and made another test. 
A new trouble developed. ‘The sprock- 
ets, which were screwed on the shafts 
and locked with nuts of opposite thread, 
persisted in coming loose. They 
heated the shafts and sprockets, melted 
hard tire cement into the threads and 
screwed them together again. ‘This 
trouble was over. The sprockets 
stayed fast. 

Just as the machine was ready for 
test, bad weather set in. It had been 
disagreeably cold for several weeks, so 
cold that some days they could scarcely 
work on the machine. But it now 


began to rain and snow, and from the , 


north a wind of 25 to 30 miles blew 
for several days. While thev were 
being delayed by the weather, they 
arranged a mechanism to measure the 
duration of flight from the time the 
machine started to move forward, to 
the time it stopped; the distance trav- 
eled through the air in that time; and 
the number of revolutions made by 
the propellers. The watch, anemome- 
ter, and revolution counter were all 
automatically started and stopped 
simultaneously. From data thus ob- 
tained they expected to prove or dis- 
prove the accuracy of their propeller 
calculations. 

On November 28, while giving the 
motor a run indoors, one of the tubular 
shafts cracked! Solid tool-steel shafts 
of smaller diameter than the tubes 


~ previously used were decided upon. 


They would allow a certain amount of 


spring. The tubular shafts were many 
times stronger than would have been 
necessary to transmit the power of the 
motor if the strains upon them had 
been uniform. But the large hollow 
shafts had no spring in them to absorb 
the unequal strains. 

Wilbur remained in camp while 
Orville went to get the new shafts. 
Orville did not get back to camp again 
till Friday, the llth of December. 
Saturday afternoon the machine was 
again ready for trial, but the wind was 
so light that a start could not have 
been made from level ground with the 
run of only 60 feet permitted by their 
monorail track; nor was there enough 
time before dark to take the machine 
to one of the hills, where, by placing 
the track on a steep incline, sufficient 
speed could be secured for starting in 
calm air. 

Monday, December 14, was a beauti- 
ful day, but there was not enough wind 
to enable a start to be made from the 
level ground about camp. They there- 
fore decided to attempt a flight from 
the side of the Kill Devil Hill. Having 
arranged with the members of the 
Kall Devil Life Saving Station, located 
a little over a mile from camp, to 
inform them when the first trial of 
the machine was ready to be made, 
they weze soon joined by J. T. Daniels, 
Robert Westcott, Thomas Beachem, 
W. S. Dough, and Uncle Benny O'Neal, 
of the station, who helped get the 
machine to the Hill, a quarter mile 
away. A track was laid 150 feet up 
the side of the hill on a nine-degree 
slope. ‘With the slope of the track, 
the thrust of the propellers, and;the 
machine starting directly into the 
wind, tiey did not anticipate any 
trouble in getting up flying speed on 
the 60-foot monorail track. But they 
did not feel certain the operator could 
keep the machine balanced on the 
track. 


18 Tay ANNALS OF THE AMERICAN ACADEMY 


THe Frest TRIAL 


When the machine had been fastened 
with a wire to the track so that it 
could not start until released by the 
operator, and the engine had been 
run to make sure it was in condition, 
the brothers tossed up a coin to see 
who would make the first trial. Wil- 
bur won. Orville took a position at 
one of the wings, intending to help 
balance the machine as it ran down the 
track. When the restraining wire was 
slipped the machine started off so 
quickly he could stay with it only a 
few feet. After a 35- to 40-foot run, 
it lifted from the rail. But it was 
allowed to turn up too much. It 
climbed a few feet, stalled, and then 
settled to the ground near the foot of 
the hill, 105 feet below. The stop 
watch showed that it had been in 
the air just three and one-half seconds. 
In landing the left wing touched first. 
The machine swung around, dug the 
skids into the sand and broke one of 
them. Several other parts were also 
broken, but the damage to the machine 
was not serious. The test had shown 
nothing as to whether the power of 
the motor was sufficient to keep the 
machine up, since the landing was made 
many feet below the starting point, 
but the experiment showed that the 
method adopted for launching the ma- 
chine was a practical one. On the 
whole they were much pleased. 

Two days were consumed in making 
repairs, and the machine was not 
ready again till late in the afternoon 
of the 16th. During the night a 
strong cold wind blew from the north. 
When they arose on the morning of the 
17th the puddles of water, which had 
been standing about camp since the 
recent rains, were covered with ice. 
The wind had a velocity of 22 to 27 
miles an hour. They thought it 
would dje down before long, and so 


remained indoors the early part of the 
morning. But when 10 o'clock ar- 
rived and the wind was as brisk as 
ever, they decided they had better- 
get the machine out and attempt a 
flight. They hung out the signal for 
the men of the Life Saving Station. 
They thought that by facing the flyer 
into a strong wind, there ought to be 
no trouble in launching it from the 
level ground about camp. They real- 
ized the difficulties in flying in so high 
a wind, but estimated the added 
dangers in flight would be partly 
compensated for by the slower speed in 
landing. 


‘Tae SECOND ATTEMPT 


A track was laid on a smooth stretch 
of ground about 100 feet north of the 
new building. The biting cold wind 
made work difficult, and they had to 
warm up frequently in their living 
room, where there was a good fire 
In an improvised stove made of a large 
carbide can. By the time all was 
ready, J. T. Daniels, W. S. Dough and 
A. D. Etheridge, mentbers of the Kill 
Devil Life Saving Station, W. C. 
Brinkley of Matero, and Johnny 
Moore, a boy from Nags Head, had 
arrived. 

They had a hand anemometer with 
which they measured the velocity of 
the wind. Measurements made just 
before the first flight showed velocities 
of 24 to 27 miles per hour. The 
records of the Government Weather 
Bureau at Katty Hawk gave the veloc- 
ity of wind between the hours of 10.80 
and 12 o’clock, the time during which 
the four flights were made, as averaging 
27 miles at the time of the first flight 
and 24 miles at the time of the last. 

Wilbur, having used his turn in the 
unsuccessful attempt on the 14th, the 
right to the next trial now belonged to 
Orville. After running the engine a 
few minutes, to heat it up, he released 
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the wire that held the machine to the 
track, and the machine started forward 
into the wind. Wilbur ran at the side 
of the machine, holding the wing to 
balance it on the track. Unlike the 
start on the 14th, made in a calm, the 
machine now facing a 27-mile wind 
started very slowly. Wilbur was able 
to stay with it until it lifted from the 
track after a 40-foot run. One of the 
life-saving men snapped the camera for 
them, taking a picture just as the 
machine had reached the end of the 
track and had risen to a height of 
about one foot. The slow, forward 
speed of the machine is clearly shown 
by Wilbur's attitude. He stayed along 
beside the machine without any effort. 

The course of the flight up and down 
was exceedingly erratic, partly due to 
the irregularity of the air, and partly 
to lack of experience in handling this 
machine. The control of the front 
elevator was difficult on account of 
its being balanced too near the center. 
This gave it a tendency to turn itself 


when started, so that 1t turned too 
far on one side, and then too far on the 
other. As a result the machine would 
rise suddenly to about 10 feet, and then 
as suddenly dart for the ground. A 
sudden dart when a little over a hun- 
dred feet from the end of the track, or 
a little over 120 feet from the point at 
which it rose into the air, ended the 
flight. As the velocity of wind was 
over 85 feet per second and the speed 
of the machine over the ground against 
this wind 10 feet per second, the speed 
of the machine relative to the air was 
over 45 feet per second, and the length 
of the flight was equivalent to a flight 
of 540 feet made in calm air. This 
flight lasted only twelve seconds but 
it was, nevertheless, the first in the 
history of the world in which a ma- 
chine, carrying a man, had raised 
itself by its own power into the air in 
full flight, had sailed forward without 
reduction of speed, and had finally 
landed at a point as high as that from 
which it started. 


Aeronautical Education 


By ALEXANDER KLEMIN 
Daniel Guggenheim School of Aeronautics, College of Engineering, New York University 


HE pioneers of the early days of 

aviation were men of original and 
adventurous mind, who owed little to 
formal education of university charac- 
ter. The Wright brothers themselves, 
while well-educated men, who con- 
ducted their first experiments in a most 
systematic and scientific manner, cer- 
tainly did not owe fheir inspiration to 
the professors of a university or a tech- 
nical school. In fact official science was 
inclined to scoff at the possibility of 
heavier-than-air flight. All the greater 
credit is due to Langley for his pioneer 
work, since he certainly belonged to 
the ranks of “official scientists.” But 
when once the radical departure from 
accepted ideas had been made, and two 
men of genius had flown at Kitty Hawk, 
scientific experimentation did not fail 
tostepin. In fact it may safely be said 
that in the development of no other 
branch of engineering has scientific 
work been so intensive or so rapid as 
in aeronautics. Particularly under the 
impetus of the World War, many lab- 
oratories set to work strenuously to de- 
velop the science of aerodynamics, to 
refine the structure of aircraft, and to 
investigate a dozen closely allied fields. 
While government laboratories both in 
Europe and the United States bore the 
brunt of the experimental work insofar 
as it related to improved construction, 
the universities played their share inthe 
development of the more general ideas. 
The remarkable work of Göttingen 
University, in the development of the 
vortex theory, may be cited as a bril- 
liant example. The universities also 
recognized al an early date that sys- 
tematic instruction in aeronautics was 
one of their proper functions. 


Thus even before the great war there 
were centers of instruction and research 
as at Göttingen in Germany, at the 
Petrograd Institute of Technology in 


- Russia, at the University of Paris in 
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France. 


Universrry TRAINING 


It may be interesting to outline 
briefly what the university has to do in 
the education of the aerodynamicist 
and the aeronautical engineer, and of 
the future industrial operator of air- 
craft. 

First it must give him the funda- 
mentals of physics, mathematics, me- 
chanics, and general engineering which 
must serve as the granite base for all 
specialized superstructure. Jn mathe- 
matics and mechanics, the basic knowl- 
edge required is considerably greater 
than in other branches of engineering. 
The design of aircraft is in part a mat- 
ter of artistic feeling, inspiration, or 
what you will. But it is also a matter 
of analysis and calculation. The con- 
struction of a machine tool is based on 
certain mechanical instincts well im- 
planted in the mind of man. The dy- 
namics and stability of an aircraft in its 
evolutions in three dimensions is more 
a matter of careful analysis, in which 
mathematics must help. 


4 


SCIENCE OF AERODYNAMICS 


The basic science is, of course, aero- 
dynamics, the science of air flow and 
forces. Here the university or tech- 
nical school must provide the student 
with practice inthe wind tunnel. ‘This 
is a huge Venturi, at the throat of which 


small models are placed; on these a` 


stream of air impinges, produced by the 
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blast of a large propeller. By an ele- 
mentary concept of relativity, the 
forces on a body past which air flows 
at a certain velocity, are the same as if 
the body were moved at the same veloc- 
ity through stationary air. Therefore 
if the forces on the stationary model 
are accurately measured, prediction is 
possible of the forces which will be 
present on the full sized airplane. 
Hence the stability and safety of the 
airplane may be studied. Tke tunnel 
may also be made to give a measure 
of the efficiency of the craft, the ratio 
of the sustaining force to the retarding 
force which the energy of the propeller 
has to overcome. No student is com- 
petent to understand aerodynamics, 
until he has himself performed certain 
basic experiments in the wind tunnel. 


STRUCTURE OF AIRCRAFT 


The structure of aireraft is another 
important item in the student’s train- 
ing. The airplane must be not only 
strong, but light, differing in this 
respect from many other forms of 
structure, where strength is essential 
but weight is a comparatively secondary 
consideration. The student analyzes 
carefully the stresses and strains which 
come on aircraft by refined methods, 
which at the moment lead structural 


theory in every field. Then he supple- 


ments his theory by tests to destruc- 
tion of various component parts such 
as wing ribs, struts, wires, and even 
whole groups of the airplane, such as 
the tail surfaces or fuselage. 

The aircraft power plant is studied 
carefully, but here the work is analo- 
gous to thé general study of the internal 
combustion engine and presents few 
novelties in method. 

We shall not go into further detail 
with regard to other branches of instruc- 
tion. While the subject matter of the 
‘teaching is constantly changing—prog- 
ress in the art is so rapid, that text- 


books are out of date as soon as pub- 
lished and the work of the instructors 
is greatly increased thereby—the gen- 
eral syllabus of instruction in aeronau- 
tical engineering has been in a measure 
standardized, and the syllabuses of the 
great American schools of aeronautics 
have all a close family resemblance. 
They include specifically, aerodynamics 
theoretical and experimental, theory of 
airplane design, practical airplane de- 
sign, airship theory, airship design, 
propeller theory and design, aircraft 
engine theory and design, structural 
analysis, and similar topics. In the 
various schools more emphasis is placed 
on different topics, but the general 
method of approach never varies 
greatly. 

The courses in aeronautics are gener- 
ally given as the fourth year of a stu- 
dent’s general course in mechanical 
engineering as at New York University, 
in naval architecture as at Michigan, as 
purely graduate work as in some of the 
western universities, or in both under- 
graduste and graduate years as at 
New York University and Massachu- 
setts Institute of Technology. It is 
inconceivable that aeronautical engi- 
neering should ever betaught as a course 
in itself. It should always follow a solid 
education in general engineering. It is 
one of the difficulties of an instructor 
that he must frequently interview 
young men who wish to be aeronautical 
engineers but call for immediate spe- 
cialization without going through the 
basic and essential training. 


RECOMMENDATIONS 


The writer of this short article be- 
leves that university instruction, even 
in engineering, should not strive to be 
ultra-practical. In the career of ¿the 
average engineer, the university is ¡apt 
to be the one stage where he really digs 
into fundamental principles. His prac- 
tical experience will teach him quickly 
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‘enough, but in very few factories will 
he have time to absorb principles. 
But while the university may rightly 
stress principles, there is no reason why 
the generous summer vacations should 
not be utilized for the practical work. 
Students should if possible learn to fly. 
The Air Units of the Army, and the 
Naval Air Service Reserve furnish 
excellent opportunities in this regard. 
Or they may enter the shops of a con- 
structor, working as a mechanic’s 
helper at an average wage of fifty cents 
an hour. The writer makes every 
endeavor in his personal contacts with 
students to encourage them in securing 
such summer work, and he is confident 
that his colleagues in other schools 
adopt a similar attitude. At New York 
University, the codperative course, in 
which the student spends eight months 
in practical work and then an alter- 
nate eight months at college, has 
been developed into a highly successful 
system. 

Flying and practical experience with 
aircraft operators, as distinct from air- 
craft constructors, is particularly val- 
uable to those young men who wish to 
pursue one of many phases of indus- 
trial operation, such as air transport, 
aerial photography, ete. 

Air transport in particular may offer 
great opportunities to the college 
graduate. To meet the needs of the 
future air transport operator, the sylla- 
buses of instruction are being supple- 
mented with courses in the design of 
airways and airports, in the analysis cf 
operational costs, in the study of such 
important aids to navigation as air- 
craft radio and aircraft lighting. 


GRANTS TO ÁERONAUTICAL 
EDUCATION 


Aeronautical education in the United 
States has lately received a tremendous 
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impetus by the efforts of two men, Mr. 
Daniel Guggenheim and his son, Mr. 
Harry F. Guggenheim. It is the good 
fortune of American universities that 
they can at psychological moments, and 
when their needs are really justified, 
count on the generosity and farsighted- 
ness of our great business leaders. 
Certainly the work of these two men in 
the field of aeronautical education has 
been of incalculable value. In the 
summer of 1925, after very careful in- 
vestigation by Harry Guggenheim, Mr. 
Daniel Guggenheim established a school 
of aeronautics at New York University 
with a fund of $500,000. This was 
followed shortly afterward by the estab- 
lishment of the Daniel Guggenheim 
Fund for the Promotion of Aeronautics, 
with provision for the supply of 82,500,- 
000 when needed. Harry Guggenheim 
was elected the President of this Fund, 
Admiral H. I. Cone, the Vice-President, 
with a board of distinguished trustees. 
The Fund directed its energies from the 
very first towards education. The fol- 
lowing grants to education have been 
made thus far: to Leland Stanford 
University in California, a fund a- 
mounting to the income on $800,000 for 
the financing of experiments and study 
in aviation and aeronautics; to the Cali- 
fornia Institute of Technology, $800,- 
000 for the erection of a permanent 
building for the study of aeronautics 
and for experimentation; to the Univer- 
sity of Michigan, $78,000 has been 
granted for the completion of labora- 
tories and extension of instruction; to 
the Massachusetts Institute of Technol- 
ogy, $225,000 for the construction of a 
permanent building. ` 

The effort has thus been wise, gener- 
ous, and nationwide in scope. It will 
not be for lack of generous support if 
the universities of the United States 
fail to secure the foremost position in 
aeronautical science and education. ` 


Learning to Fly 


By Casny JONES 
Curtiss Flying Service, Inc. 


“T HAVE just soloed.” What pleas- 

ant memories this expression 
brings to thousands of pilots, significant 
of the greatest event in their flymg 
career—the day when they first flew 
alone. Like the baby’s first step, the 
boy’s first whistle, the first money 
earned, this flight stands out as a real 
achievement—a milestone along the 
toad to the accomplishment of a new 
art. Here is a romantic appeal, in- 
leresting to any red-blooded young 
man, but particularly to those of the 
coming generation who today, as a mat- 
ter of course, know more about aviation 
than their elders. 

There is no question but that m the 
near future the air will become cne of 
the greatest, if not the greatest, of 
transportation mediums. What facts 
have we on which to base such a predic- 
tion? Many! In Europe today air 
commerce is exceedingly common, and 
it is possible to travel between all the 
principal European cities in as much 
comfort and safety, at very little more 
expense and far more quickly, than by 
train or boat. ‘True, these lines are not 
paying at present, and are possible only 
because of government subsidy. In- 
creased efficiency in planes and motors, 
coupled with increased volume of 
business, will unquestionably remedy 
this condition. During the past year 
the United States Post Office Depart- 
ment hes contracted with more than 
ten reliable companies, whose stock- 
helders are hard-headed business men, 
for the transportation of mail by air. 
__After six months of operation, several 
of these lines are actually paying divi- 
dends, something unheard of in so short 


a period in the pioneering of any pre- 
vious means of transportation. The 
bulk of tke mail in the United States 
will soon be carried by air—express and 
passengers will follow. So, apart from 
the romartic side, it is well for a young 
man to investigate the possibilities of 
aeronautics as a life work. 

There are many branches to the aero- 
plane bus‘ness, such as manufacturing, 
engineering, operating and selling, but 
space in this article will not permit a 
discussior of their various possibilities. 
However, to successfully engage in any 
of them i> is desirable, even necessary, 
to know how to fly. 


PRELIMINARY ‘TRAINING 


‘Training methods, due to the ex- 
perience gained by training hundreds of 
pilots during: the war, have become 
fairly wel standarized throughout the 
world. This standardization has prac- 
tically eliminated the hazard that was 
formerly associated with flying train- 
ing. So today, with proper equipment, 
operating facilities, and competent 
personnel, the casualties sustained in 
preliminary training are negligible. 
Tke school operated by the Curtiss 
Flying Service, Inc., at Garden City, 
N. Y., as, alone, soloed something 
over five hundred students since 1919 
without accident or injury to instructor 
or student, and many other schools 
throughcut the country have records 
equally good. The most dangerous 
period for the embryo pilot is after he 
has spent twenty-five to fifty hours in 
the air by himself, and begins to con- 
sider that he is a first-class pilot, çapa- 
ble of taking musua} chances. It is 
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then that he should be especially care- 
ful, or he will soon find that it does not 
pay to take too many liberties with 
Old Man Gravity. 

The usual procedure of instruction is 
somewhat as follows: An instructor 
shows the student, or a group of stu- 
dents, the working of the controls, 
rudder, wings, etc., explaining why and 
how they operate. After this explana- 
tion the student is required to demon- 
strate to the instructor, on the ground, 
that he understands it. They then 
take off with the instructor at the con- 
trols in the front cockpit, and after 
arriving at an altitude sufficient to give 
the instructor time to get the ship out 
of any position in which the student 
may place it, the controls are turned 
over to the student, who endeavors to 
follow instructions given him on the 
ground. ‘There is a duplicate set of 
controls in each cockpit, so that the 
instructor at all times can regain con- 
trol of the plane. The greatest danger 
is that the student may become over- 
excited and freeze the controls. Stu- 
dents are particularly warned against 
this from the time they enter a flving 
school. Perhaps the most remarkable 
thing about flying is its ease of ac- 
complishment, for all controls work 
naturally. For instance, if it is desired 
to descend the control stick is pushed 
forward, to ascend it is pulled back, to 
bank to the right the stick goes to the 
right, etc., and within thirty to sixty 
minutes in the air the average student 
can keep the plane on even keel and 
even do gentle turns. As soon as these 
are learned he is started on landings 
and take-offs which aré by far the most 
difficult things for the beginner, re- 
quiring, as they do, codrdination of 
mind and body, coupled with a close 
judgment of speed and distance. Even 
these become easy with practice, and in 
five or six hours the average student is 
ready to solo. During this period 


pilots and students are in communica- 
tion either by manual signs or by the 
use of telephonic helmets. After the 
solo flight the student continues to 
practice with the instructor, taking 
preliminary advanced instruction in 
various maneuvers including spirals, 
loops, spins, etc. This is about the 
extent of the training offered in the 
average ten-hour commercial school 
course, and will enable a pilot to fly 
safely alone provided he remembers 
what he has learned, is careful not to 
take unnecessary chances, and uses his 
head at all times. As one instructor 
aptly expressed 1t, “We can teach any- 
one to fly, but we cannot make him 
think.” 


Lone EXPERIENCE ALONE MAKES 
.FOR SKILL 


It will be noted that I was careful to 
state that ten hours was usually suffi- 
cient for the average student to fly 
safely alone, but this by no means infers 
that he is a skilled pilot ready for com- 
mercial work. It is a matter of min- 
utes to learn how to drive a car—shift 
gears, steer, apply brakes, etc., but the 
ability to do these things does not 
necessarily make a competent driver. 
It requires continued driving so that 
these details become automatic. The 
same principle applies to flying, long 
experience in the air alone so that it 
becomes second nature. The Depart- 
ment of Commerce air regulations now 
require one hundred hours solo flying 
before a license is granted to carry 
passengers. Reliable concerns have 
long required at least this amount of 
time before employing a pilot. This 
brings us face to face with one of the 
most serious problems confronting 
aviation today. How can we make it 
economically possible for the average 
man to get sufficient flying to enable 
him to earn his living as a pilot? To 
the casual observer this problem may 
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seem of little importance, and perhaps 
it would be if it applied only to com- 
merical aviation, but in reality it has a 
direct bearing on our national defense. 


SCARCITY OF TRAED PILOTS 


The Air Corps of the Army operates 
a very excellent flying school in Texas, 
giving a ten months’ course with some 
150 hours of flying. This course is so 
stiff that only a small percentage of the 
entrants graduate. In fact, whether or 
not this course is too severe is a matter 
of dispute in Air Corps circles. At any 
rate, the number of graduates is not 
even sufficient to take care of the in- 
creased quota of officers provided for 
under the new Army Air Plan, and will 
not be for the next five years. This 
means that no new pilots are being 
trained for the Air Corps Reserve, 
which is our second line of defense. 
Our present Reserve is composed of 
flvers who were trained, for the most 
part, during the war. Within a very 
few years these men will be too old to 
be cf any real value in time of war, for 
aviation is unquestionably a young 
man’s game. ‘Therefore, the only 
place we can look for Reserve material 
is among the young men trained com- 
mercially, and consequently the prob- 
lem is really one of great importance. 
If we get no new blood in our Air Re- 
serve we will be in a serious position in 
time of war. 

Unless some comprehensive plan is 
worked out to meet the situation there 
will be a marked decrease in the num- 
ber of new pilots. Remember, only 
since January 1, 1927, has a license 
actually been required by law, and 
many who have taken up aviation 
since 1919 have done so, because they 

-Mould start earning money immediately 

_ ,, operating their own planes com- 
wercially. whether they could fly or 

“not. This is now prohibited, and 
wisely! 


A Wax Our 


Let us take stock of what has been 
or can be done. A few men yearly 
take up aviation for pleasure, own and 
operate their own planes, and in time 
become real pilots. This requires so 
much capital that the vast number of 
young men, who would make the very 
best of pilots, are shut out. The Cur- 
tiss Flying Service, Inc., has developed * 
an excellent plan of engaging such men 
at very small salaries as mechanics, 
teaching them to fly, and allowing them 
to continue flying over a period of years 
in partial payment for their mechanical 
services. In time these men become 
first-class pilots, but again the number 
trained by this method is very limited. 
Today these two classes, plus the 
governmert-trained pilots mentioned 
earlier, are our only sources of supply, 
and are pitifully inadequate to meet the 
needs of a growing industry and our 
national defense. 

A plan has been presented to the 
War Department which is receiving the 
study of the various heads and which 
apparently has considerable merit. 
The general idea is for commercial 
schools to sell sufficient flying training 
to qualify a student for a Reserve 
pilot's rating in the Air Corps Reserve. 
This can be done without unreasonable 
expense tc the applicant. He is then 
commissioned in the Reserve, after 
passing the necessary mental, physical, 
and fiying tests, and is permitted to fly 
Air Corps planes for a certain number 
of hours per month, at the expense of 
the government. In return he is sub- 
ject to the call of.the government in the 
time of emergency. In a year or so, 
under this system, the pilot would 
receive sufficient time to qualify him 
for a commercial position. He can 
support himself by other means during 
this period, and except for his pre- 
liminary instruction it costs him noth- 
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ing but his responsibility to the 
government. The War Department 
objects to the plan because of the 
absence of proper military training 
which commercial schools cannot sup- 
ply. The Department, however, is 
considering the possibility of creating a 
new rating to include pilots, without 
granting commissions, and allowing 
them to fly, and giving them their com- 
missions when they have acquired 
sufficient military knowledge which is 
to be furnished by the government. 
This would be a long step in the right 
direction. The Department has al- 
ready approved of the plan as applied 
to applicants with the necessary mili- 
tary qualifications obtained through 
former service, R. O. T. C., ete. 

Some similar system applied to the 
Navy trainmg and National Guard 
would go far to solve the immediate 
problem. Aeronautical associations, 
aero clubs, and organizations, such as 
the Guggenheim Foundation, should be 
able to initiate workable plans for train- 
ing others. In fact, as the aeronautical 


brains of the country are applied to the 
problem countless other solutions will 
present themselves. 

The condition of the aviation indus- 
try in general is healthy. ‘The five- 
year Army and Navy programs insure 
manufacturers of a reasonable con- 
tinuity of orders; Post Office contracts 
for Air Mail lines and increasing com- 
mercial demands for the aeroplane are 
encouraging commercial operators; 
sane legislation by Congress, and a 
more comprehensive understanding of 
aviation by the press and public are 
aiding the good work. The outlook is 
promising. 

To You, young man of pioneering 
spirit, ambitious for your future, and 
possessing a willingness for hard work, 
aviation offers unlimited opportunities. 
Learn to fly, and some day, above all 
material reward the future holds, will 
come that satisfaction that only those 
can know who, in the accomplishment 
of this new art, have said “I have just 
soloed.” 


Aircraft Engineering 


By T. P. Waiaurt, B.S. 
Chief Engineer, Airplane Division, Curtiss Aeroplane and Motor Co. Ine. 


Y aircraft is meant any weight- 

carrying device or structure de- 
signed to be supported by the air. 
There are two classes of aircraft, 
heavier-than-air and lighter-than-air, 
the former obtaining its lift from 
dynamic air pressure, the latter from 
buoyancy due to displacement of air by 
a lighter gas. The present article will 
deal entirely with heavier-than-air- 
craft or airplanes. 


GENERAL CONSIDERATIONS AND 
DEFINITIONS 


It seems desirable, before describing 
the engineering methods used in design- 
ing an airplane today, to review briefly 
the stages of development of aviation, 
noting particularly the engineering 
progress made during each stage. In 
order to fix clearly in mind the status of 
the development during each period 
discussed, it is well to consider the 
meaning of such general terms as 
- “art,” “science,” and “engineermg.” 
Whereas mechanical art implies a prac- 
tical application of knowledge, science 
refers to an exact and systematic state- 
ment of knowledge. Art always re- 
lates to something to be done, science to 
something to be known. In engineer- 
ing is included the basic idea of execut- 
ing or managing a construction or 
design. It will be seen that at a rela- 
tively early date a considerable amount 
of scientific information pertaining to 
aviation was brought together, and 
that experiments were conducted, some 
by scientific and some by rule-of-thumb 

methods. It has not been, however, 
“until very recently, that engineering 
methods have been applied uniformly 
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to airplane design and construction. 
This of course is true of the develop- 
ment of any art, as a considerable 
period of research and of attainment of 
practical experience is necessary before 
the systematic methods of an engineer- 
ing organization can be applied. 


STAGES OF DEVELOPMENT 


The stazes of development of avia- 
tion may be conveniently grouped into 
three periods, namely, the period before 
the war, the period during and im- 
mediately following the war, and the 
period thereafter. 

There seem to be two distinct sub- 
divisions of the stage of development 
prior to the war, the first commencing 
about 189) and lasting until 1908, and 
the second extending from 1903 to 
1914, During the earlier period there 
were at work two quite distinct types of 
men. One type is represented by 
Professor Langley seeking knowledge 
of aerodynamics by truly scientific 
methods of research. By means of a 
whirling arm, Professor Langley ob- 
tained and measured the aerodynamic 
forces on Hat plates mounted at the end 
of the arm. From data thus obtained, 
an airplane was designed and con- 
structed, which succeeded in lifting its 
own weight. Unfortunate circum- 
stances not pertaining directly to the 
airplane, apparently prevented him 
from seeing his machine with power 
carry a man into the air. There was 
another type of investigator at work 


‘during this period represented by 


Lillienthel in Germany, and Chanute 
and the Wright Brothers in this Coun- 
try. The efforts of these men were 
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directed to gliders. Great numbers of 
gliding flights were made, usually 
culminating in a disaster. ‘These acci- 
dents were due principally to depend- 
ence for lateral control on the slight 
effect of shifting the center of gravity, 
accomplished by moving the legs of the 


operator. ‘The first to solve this funda- 
mental problem of flight were the 
Wright Brothers. They obtained 


lateral control by warping the wings on 
either side, thus securing a counteract- 
ing force by increasing or decreasing 
the lift on one side or the other of their 
machine, as necessitated by the atti- 
tude assumed after striking a current of 
air. The first human flight in a power 
operated airplane was made by Orville 
Wright on December 17, 1908. It is 
thus seen that this first subdivision of 
the first stage of development of the art 
closes with the attainment of flight, 
accompanied by the accumulation of a 
certain amount of scientific knowledge, 
some gained through laboratory and 
some through gliding experiments. 
The next period, from 1908 to 1914, 
is characterized particularly by the 
rapid development of an adjunct of the 
airplane, the gasoline engine. Only 
slow progress was made in the develop- 
ment of the airplane itself. Flights of 
greater speed and longer duration were 
achieved and a number of improve- 
ments made. The outstanding flyers 
of this period were the Wrights, Curtiss, 
who was the first to fly from and light 
on the water, Bleriot, Santos Dumont 
and Farman. Their contribution to 
the art was of the nature of invention. 
There was, however, another: type of 
men at work who were developing and 
using the basic equipment used in 


aerodynamic research, the wind tunnel. 


Experiments of vast scientific value 
were carried out in France by Eiffel, in 
Italy by Crocco, in Germany by Prandl, 
and in England at the National Physi- 
cal Laboratory.. The standard mathe- 


matical equations of motion of a rigid 
body were applied to the disturbed 
motions of an airplane by Bryan in 
England, culminating in his book pub- 
lished in 1911. No essential changes 
in the theory have since been, found 
necessary. This period of develop- 
ment may be considered as closing with 
the commencement of the war. The 
art had advanced to such an extent 
that 1t may be considered that the 
mathematical theory was established; 
scientific experimental equipment was 
being used, and flights were being 
made. There was, however, strictly 
speaking, yet no airplane engineering. 

The next stage of development in- 
cludes the years of the War and the two 
or three years just following it. The 
advance of course was by leaps and 
bounds. However, the progress, both 
in quantity and quality required, was 
greater than could be attained on a 
sound engineering basis. In conse- 
quence there were many design fajlures, 
only discovered as such after very large 
quantities of units or completed ma- 
chines were constructed. Engineering 
organizations were gotten together, and 
functioned to as great an extent as was 
possible under the conditions. The 


machines produced were, however, < 


more of the nature of designs by indi- 
viduals than by systematically func- ` 
tioning engineering groups. It may, 
however, be said that it was during this 
period of rapid advance that airplane 
engineering commenced Certainly 
the science of aeronautics was well 
advanced. 

The latest stage of development can 
also be divided into two periods, from 
1921 to 1925, and from 1925 to the 
present time. The former period was 
characterized in the industry by the 
successive failure of over half of 
the companies existant at the closeofthe 
war. There were endless controversies ` 
and investigations. In the companies 


AIRCRAFT ENGINEERING 99 


which were able to exist, only slight 
` progress could be made in engineering, 
as in all but one or two cases the engi- 
neering organizations were disbanded. 
Scme advance in the art was made, 
hcwever, notably in the development 
of high speed machines. During this 
period speeds were increased roughly 
from 150 to 250 miles per hour. Also, 
although not involved in the engineer- 
ing progress of the art, this period saw 
the commencement of commercial avia- 
tion in this country, the most note- 
worthy feature being the establishment 
and successful operation of the Air 
Mail. The lack of a definite policy on 
the part of the government with regard 
to the industry, received a great deal of 
attention, and after several Conzres- 
sicnal committees had investigated the 
situation, a group was selected by the 
President to report fully the conditions 
found after making a thorough search 
forfacts. This was the Morrow Board, 
whose report in December 1925 may be 
considered as one of the most important 
documents of American aviation. 
Sound recommendations were made on 
practically all phases of the subject. 
TEe subsequent adoption by Congréss 
of the greater part of the recommenda- 
tion gave new life to the industry and 
new impetus to progress in the art. 
The latest period of this stage of 
development may therefore be con- 
sidered as beginning just after the 
Morrow Board report was published. 
Civil aviation started to be a reality; 
military aviation policy was estab- 
lished, and the industry was in a 
healthy condition. This permitted the 
continuanee and formation of airplane 
engineering groups, comparable in 
organization and in methods used to 
those of the more firmly established 
incustries. Thus in the present period 
theory and practice are being co- 
~~ordinated so that aeronautics may be 
now considered both an art and a 


science, with designs produced with 
advance assurance of success, because 
of, the systematic methods employed 
by the Enzineering Departments of the 


-various companies. It has been said 


that “progress in engineering science, 
like changes in the sphere of political 
organization, may be by evolution or 
by revolution.” In general, during the 
earlier stages of development described 
above, the latter type held. It is 
believed that the present stage may be 
characterized as a period of evolution. 
There is being made a scientific analysis 
of experience gained, reducing the 
lessons to engineering terms. It is a 
period of “‘patient spade work,” much 
needed in aviation. 


PRESENT STATE OF THE ART 
Airplane Engineering 

Airplane Engineering is perhaps 
unique in that it includes within itself 
practically all other recognized branches 
of engineering. Although, of course, 
no branch of engineering when dealt 
with in practice can be found to be 
isolated and out of contact of some sort 
with other arts and sciences, it appears 
that in Airplane Engineering, more 
than in other cases, a considerable 
number of distinct branches of engi- 
neering assume a major and equal 
importance. 


Naval Architecture 


For the general method of attack of 
new problems, the airplane engineer 
borrows from the naval architect. All 
engineers base their procedure, or 
should do so, on the experience of others 
in their field, yet it is perhaps more true 
in naval architecture than in other 
branches, that new design is made to 
follow closely a precedent of former 
practice; with only sufficient improve- 
ment to warrant the new structure. 
Aside from the general method of 
attack there are three or four specific 
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problems which are common to the 
naval architect and the airplane engi- 
neer, and which are treated in much the 
same manner. ‘These include prob- 
lems of weight with its distribution, the 
design of propellers, the determinations 
by model test of the dynamic factors 
entering into conditions of equilibrium, 
and the determination by an entirely 
different type of model test of the 
stability and general behavior of floats 
or hulls on the water, used in designing 
seaplanes and flying boats. 

Without doubt, weight and weight 
distribution, or balance, are of more 
importance in airplane design than in 
any other branch of engineering. The 
very nature of the duty which an air- 
plane performs, the lifting of objects 
into the air, indicates that the strictest 
attention must be paid to weight 
economy. It has been said that a new 
design can be judged a success or failure 
immediately, when after completion, it 
is placed on the scales. A measure of 
the efficiency of an airplane is the ratio 
of the useful or disposable load carried 
to the gross weight. Obviously, any 
overweight in the structure reduces by 
an exactly equal amount the useful load 
for which the machine was designed. 
The essential nature of weight economy 
must be constantly before the airplane 
engineer. 

An airplane must not only be light, it 
must also be stable. This character- 
istic is dependent on the location of the 
center of gravity, or on weight distribu- 
tion along the longitudinal axis. There- 
fore, when considering any detail of the 
design which calculations or actual 
weighing shows to depart in weight 
from the original estimate, due account 
must be given to the effect on balance 
as well as on reduction in useful load 
involved. 

In the design of the screw propeller 
the airplane engineer and the naval 
architect are on common ground. 


Although the effect, quantitatively, of 
the various elements of design, are 
vastly different in the case of a propeller 
designed for use in air as compared to 
one for use in water, nevertheless the 
same problems do exist. It is quite 
interesting to note that it is only quite 
recently that air screw designers have 
come to realize that better results can 
be obtained by modifying slightly a 
previously constructed successful de- 
sign, rather than by attempting to 
effect a completely new design, based 
on theoretical considerations, to cover 
the new conditions. This fact has, of 
course, long been known and followed 
by the naval architect. 

Before proceeding with the construc- 
tion of a new design of ship, the naval 
architect assures himself that the com- 
pleted vessel will be satisfactory on the 
water from the standpoint of stability 
in waves, by testing a model in a towing 
basin. The airplane designer uses the 
same equipment in connection with 
float and hull design for seaplanes, and 
analogous equipment for determining 
stability and controllability character- 
istics of his machine in the air. The 
lafter equipment consists of a wind 
tunnel, in which all forces and moments 
on an accurately constructed model 
are determined for the various attitudes 
which the airplane may assume. An 
air stream of known velocity is forced 
past the model which is mounted on an 
extremely accurate balance. From the 
results of such model tests and with a 
knowledge of the laws of dynamic 
similarity, the aeronautical engineer 
can predict, with an accuracy astonish- 
ing to the laymen, the characteristics 
and performance of the full size air- 
plane. 


Aeronqutical Engineering 
Aeronautical engineering is a new 


branch, peculiar to the design of air=~ 


planes. In the present instant it is 
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defined as covering the limited field of 
aerodynamics although it is frequently 
and perhaps more correctly made 
synonomous with airplane engineering. 
The aeronautical engineer deals with 
the forces produced on solid bodies by 
air in motion. His particular field in 
aimlane design is, therefore, air resist- 
anze, stability, and controllability, all 
of which are determined both analyti- 
caly and experimentally. The wind 
turnel, described above, is the equip- 
ment of the aeronautical engineer. 
Ciml Engineering 

In matters of structural design, the 
me-hods of the civil engineer are closely 
followed. They are, however, ex- 
terded and refined to an extent seldom, 
if ever, required in bridge or building 
construction. This refinement of struc- 
tural analysis is necessitated by the 
extreme importance of weight saving, 
abcve referred to, and by the equal or 
greater requirement of absolute struc- 
tural safety. Each detail, as well as 
the main structural members, must be 
carefully analyzed for strength and 
we zht; the two factors interact through- 
out the design. The problems en- 
countered are more novel and varying 
in character, and, therefore, require 
closer study than is usually necessary in 
the structural analyses involved in the 
oldsr branches of structural engineer- 
ing, such as the design of bridges or 
buildings. 


Mechanical Engineering 


‘Lhe mechanical engineer is found in 
an =irplane engineering organization in 
the design staff, where he lays out and 
designs not only the general arrange- 
mert of the complete machine, but also 
the detail parts and mechanisms. `The 
number and diversity of parts involved 
in sn airplane are frequently not real- 
ized. Essentially an airplane consists 
of & body, the functions of which are to 


house fie crew, passengers, cargo and 
equipment; a supporting wing struc- 
ture; stabilizing and control surfaces, 
with necessary control mechanism; 
landing gear for alighting on land or 
water (or both) and the power plant 
consisting of engine and propeller. All 
require for proper designing the 
attention of the mechanical en- 
gineer., 
Materials Engineering 

Under this heading is included the 
metallurgical and chemical engineering 
branches. Alloys of steel and alumi- 
num, requiring the attention of men 
versed in the above sciences, are used 
extensively in airplane construction, 
In addition, there are a great number of 
other special materials used including 
wood, fabric, dope, paint, and miscel- 
laneous non-ferrous metals. When 
consideration is given to the ever 
present need of weight saving, it can be 
seen that highly trained men must have 
cognizance of the special problems 
arising from the use of materials of such 
a diversified character. 


General Engineering Problems 


Under this heading fall the problems, 
common to all engineering concerns, 
such as drafting, estimating, inspection 
and standardization. The latter con- 
sideration is one requiring constant. 
attention, in order that there may be 
attained a proper balance between 
reduced costs of construction on the one 
hand, and advancement of the art on 
the other. 

The above outline, indicating the 
branches of engineering involved in an : 
airplane engineering department, will 
immediately suggest the prime neces- 
sity of organization, and the establish- 
ment of systematic methods of proced- 
ure in producing new designs. Being 
new and difficult, the field is of ne- 
cessity inspiring. 
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EQUIPMENT 


The vast expense involved in produc- 
ing a new design makes it absolutely 
essential, that insofar as is humanly 
possible, all chance of failure be elim- 
inated. This makes necessary the 
availability to the airplane engineer- 
ing organization of proper equipment. 
The principle items of equipment neces- 
sary are the following: 


1. Wind tunnel for predetermining 
aerodynamic characteristics. 

2. ‘Testing machines for determining 
strength of materials and parts. 

3. Static test equipment for testing 
structural assemblies. 

4. Model basin for predetermining 
hydrodynamic characteristics of 
floats. ` 

5. Whirl test rig for testing pro- 
pellers. 

6. Flying field and full flight test 
equipment. 


All items should be immedistely 
available for use. The expense in- 
volved is, however, more than any 
company now existent can afford to set 
aside for this purpose. Nevertheless, 
it is extremely desirable that the first 
three and last items be directly avail- 
able, and operated by the staff of the 
designing organization. At presert all 
the large companies are equipped with 
items 2 and 3; several with item 6: one 
or two with item 1; and none with 
items 4 and 5, in which cases it is neces- 
sary to have recourse to government 
owned and operated equipment. 

In order to establish airplane engi- 
neering on a scientific basis, good 
equipment must be available. It is to 
be hoped that all major companies will 
gradually equip themselves with the 
items above listed. The ideal toward 
which airplane engineering should de- 
velop, is the creation of designs through 
a systematic procedure, by a group of 


guided experts using properly function- 
ing equipment. | 


RESEARCH 


Although a great amount of aero- 
nautical research, both along the lines 
of applied science and pure science, has 
been accomplished and recorded, there 
is still a practically limitless field ahead. 
It is the duty, for the advancement of 
the art, for each company to bear the 
burden of its share of research work. 
At. present this must of necessity be 
confined to the realm of applied science, 
leaving investigations in pure science to 
governmental agencies, such as the 
Laboratory Steff of the National 
Advisory Committee for Aeronautics 
and the staffs of the Universities, which 
have aeronautical courses and labora- 
tories. This duty is being realized 
more and more, and it is believed’ that 
companies will automatically equip 
themselves, both with laboratories and 
personnel, as the growth of the industry 
permits. 


Design PROCEDURE 


The general function of an Airplane 
Engineering Department is to develop 
designs and produce drawings by means 
of which can be constructed airplanes 
which are structurally sound; aero- 
dynamically stable and manoeuver- 
able; which possess the specific qualities 
and characteristics originally specified; 
and which are so designed as to be 
susceptible of construction at a profit in 
competition with the product of other 
concerns. To attain this end, it is 
necessary lo properly coúrdinate the 
work of the engineers who control 
different phases of the design, as above 
described. - This cotrdination is, in 
practice, attained by establishing a 
definite design procedure which permits 
each expert to approve the design, at 


the proper stage of development, and” 


for the features coming under his 
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cognizance. ‘The procedure believed 

best adapted for this purpose is the 

fo lowing: 

1. A discussion by the experts, in confer- 
ence, of the design elements laid down 
in the specification requirements, with 
an agreement reached on the general 
type af design to be followed. 

2. The development and approval of a 
general arrangement drawing; descrip- 
tive specifications; weight, balance 
and performance estimates; character- 
istics sheets; and wind tunnel tests. 

8. The development and approval of struc- 
tural and assembly arrangement draw- 
ings; stress analyses, strength tests and 
weight calculations. 

4. Production of detail construction draw- 


Ings. 

5. Construction, with engineering control 
of inspection and weight and design 
changes. 

6. The superintendence of final weighing of 
the finished airplane and of flight tests. 


CONCLUSION 

In the preceding pages, an attempt 
has been made to trace the develop- 
ment of aviation in terms of progress in 
the scientific and engineering field. As 
oppcsed to the conditions that main- 
ta:ned during the early stages of devel- 
opment, when the men interested in 
- aviation were either pure scientists or 
inventors, it has been shown that today 
the engineering phase of the art is 


operative. With the art on a scientific 
basis, the engineer can continue the 
progress in an orderly fashion. It is 
the job of the airplane engineering 
organization to coUrdinate the works of 
the research laboratory, the statistician 
and the engineering expert in specific 
phases of the design, to the end that a 
reasonable and useful machine, slightly 
better than anything of its class pre- 
viously constructed, may come into 
existence. This indicates, as pre- 
viously mentioned, the most desirable 
form of progress, that is through evolu- 
tion as distinguished from the occa- 
sional occurence of more rapid advance 
(not always lasting) brought about, to 
use a political term, through revolu- 
tion. Granting that attainment of 
more rapid means of transportation of 
both men and goods is a measure of 
general progress and prosperity, cer- 
tainly the benefits to mankind which 
can be envisioned from aviation are 
vast and almost limitless. The prog- 
ress now being made in airplane engi- 
neering is extremely gratifying to those 
deeply interested in its development, 
and the fact that it now appears to be 
on a sound basis of organization, com- 
parable with engineering in other 
branches of the automotive industry, 
bodes well for the future advance of 
the art. 


The Story of the Airplane Engine 


By GeEorGE F. McLAUGHLIN 
Technical Editor, Aero Digest 


ARALLELING the great strides 

made in alrcraft development, the 
airplane engine has kept apace, and 
has governed to a large extent, the 
limits of progress in the air, From the 
crude power plants of twenty years ago 
to the highly efficient, one thousand 
horsepower engine units of today is a 
very wide gap, filled between with a 
technical romance and history which 
equals that of the airplane itself. 


EARLY ENGINES 


Early experimenters in heavier-than- 
air flight were defeated at the outset by 
lack of an engine suitable for the pro- 
pulsion of the various aircraft types 
they had conceived. There is no at- 
tempt to dim the glory of the Wright 
brothers’ achievements, when it is said 
that the existence of a suitable engine 
might have brought the advent of the 
first flight earlier. It is not surprising, 
however, that pioneer experimenters 
met with indifferent results, when it is 
realized how widely separated are the 
aerodynamical problems of flight as 
compared with the mechanical re- 
quirements of engine building. These 
ploneers were essentially scientists 
with an extremely difficult problem to 
solve—the problem of sustaining a 
heavier-than-air vehicle in light. 
They were all beset by the question of 
motor power, which in itself presented 
its own set of difficulties. 

It was the Wright brothers, how- 
ever, who had the happy combination 
of a suitable engine, crude though it 
was, combined with a glider which they 
had demonstrated beyond all doubt 
was capable of prolonged flights. 

At first, steam was believed to be the 


best source of power, and one of the 
pioneers in Europe (Maxim) devised 
what is even at this date regarded as a 
highly perfected steam engine for his 
experiments in flight. One of the first 
ploneers to use a type of engine now in 
general use, the internal combustion 
engine, was Langley, who had a spe- 
clally constructed engine of this type 
built to his order by Manley. 


Tue Wriast BrormeEes' ENGINE 


When the Wright brothers con- 
cluded, after their many years of glid- 
ing experiments, that power-driven 
aircraft were an immediate possibility, 
they sought a ready-made automobile- 
type engine which they hoped might 
be adaptable to their craft. Diligent 
search, however, failed to reveal any 
power plant even remotely possible for 
their use, and they were forced to tem- 
porarily abandon their gliding experi- 
ments until they could themselves de- 
sign and construct an engine light and 
powerful enough to drive their new 
plane. Their mechanical ingenuity 
gave them a tremendous advantage 
over their rivals for first honors in the 
air. ‘They were able to produce a four- 
cylinder engine giving them the power 
they required—about twelve horse- 
power. 

The first engine built by the Wright 
brothers weighed about one hundred 
and seventy pounds. Compared to its 
power it will be seen that its weight is 
fourteen pounds for each horsepower 
developed. When this is further com- 
pared to the engines of today which 
weigh less than two pounds per horse- 
power, the advance in engine design on” 
this basis alone is at once apparent. 
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In the matter of reliability there has 
been an even greater advance. The 
first flights of the Wright brothers in 
1908 were recorded in mere minutes 
ard seconds, due to the fact that the 
lubrication system of their engine was 
nct developed and it ceased to function 
afzer a very brief run. Contrast this 
with the reliability of today; modern 
aircraft engines have been tested in 
runs of more than three hundred hours 
at full power, with no appreciable 
diminishing of efficiency. Translated 
into miles, in an aircraft traveling at 
ore hundred miles an hour, this would 
be equal to a distance of 30,000 miles. 
We are inclined to regard the modern 
automobile engine as a high standard 
of e‘ficiency, but even forgetting that 
ar auto engine weighs something like 
fifteen pounds per horsepower, imagine 
hcw the engine of your car would with- 
stand a 8),000-mile trip at its maxi- 
mim power without stop! 

Among the most successful pioneers 
in engine development was Glenn H. 
Curtiss, who produced several highly 
efficient engines to drive the aircraft he 
coustructed at Hammondsport shortly 
Mer the Wrights made their historic 
posits. His first conspicuous success 

in the air was the winning of the speed 
raze at Rheims, France, in 1909, in a 
plane powered by a marvelous power 
plant of his own design, which weighed 
about two hundred and fifty pounds 
and developed fifty horsepower. This 
engine weighing five pounds per horse- 
power was then the most efficient 
power plant in the world. 


THE GNOME AND OTHER ENGINES 


In the air-cooled engine types greater 
efficiency was obtained less than a year 
later, when the famous Gnome en- 
gine was produced. This engine gave 
thirty-four horsepower and weighed 
“one hundred and thirty-two pounds. 
This means that the weight per horse- 


power was 8.9 pounds. Henri Far- 
man, in October, 1909, flew for three 
hours and four minutes with a Gnome 
engine. It was in the same year that 
Louis Bleriot flew across the English 
Channel in a monoplane powered with 
a twenty-five-horsepower Anzani en- 
gine. The British were roused to ac- 
tivity by tnis exploit and, in a contest 
sponsored by Lord Northcliff, Colonel 
Cody won a prize of £5000 for a flight 
from London to Manchester. In Ger- 
many the Kaiser Prize Contest for the 
best aviation engine was held in 1913. 
Competitions of this nature assisted 
and made possible such successful en- 
gines as the Benz and Mercedes. 

Between 1907 and 1910 the fifty and 
eighty-horsepower E. N. V. engines 
were built in France, and their efficient 
working made possible numerous short 
flights during that period. 


INFLUENCE OF THE WAR 


The war naturally exerted an accel- 
erating influence on aircraft engine 
development, and in England, France, 
Germany and the United States, en- 
gines of the most varied types made 
their appearance, improvements being 
rapid under the stern necessity of war 
requirements. America’s greatest con- 
tribution to the war was the conception 
and production of the standardized 
Liberty engine which was used in great 
quantities in airplanes of French and 
British design. This engine is a 
twelve-cylinder water-cooled “V” type 
engine whica weighs eight hundred and 
forty-five pounds and delivers four 
hundred and twenty horsepower. The 
weight of two pounds per horsepower 
is a marked achievement for that period. 


ADVANCE OF Arrcrarr DEPENDS 
ON ENGINE : 


The advence of aircraft at present 
largely depends on the progress of the 
airplane engine, and improved types of 
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motors are being built in the United 
States, Great Britain, Italy and France. 

In Great Britain there are forty 
types of engines in regular production 
by a dozen manufacturers; in France 
also about forty types produced by 
about fifteen manufacturers; in Italy 
we find about twenty types con- 
structed by ten firms; and in the United 
States eight concerns produce more 
than twelve types. 

An interesting example of a large 
aircraft engine is the Napier “Cub,” a 
sixteen-cylinder one thousand-horse- 
power water-cooled type. With the 
development of light sport airplanes, a 
new market opened for low-powered 
motors and the smallest production 
engine on the market at this time is 
the twelve-horsepower French Salmson 
A. D. 3. 

Notable examples of American 
aircraft engines are the Packard 
water-cooled eight hundred-horsepower 
standard and inverted types, and 
among the air-cooled the Wright 
“Whirlwind” two  hundred-horse- 
power end the Pratt & Whitney 
“Wasp” four hundred and twenty- 
horsepower. Around the latter are 
designed the latest types of Naval 
fighting and scouting planes. The 
air-cooled engine was found particu- 
larly advantageous for the Naval work 
because of the absence of the water- 
cooling system and its attending com- 
plications. 

The Pratt & Whitney engines have 
as their standard equipment a built-in 
supercharger. The aim of the super- 
charger is to supply air to the carbu- 
retor under a pressure higher than that 
of the surrounding air. The presence 
of a supercharger of the type used on 
the “Wasp” increases the power of the 
engine at sea level and diminishes the 
usual drop of power with increase in 
the altitude. The “Wasp” is a fine 
example of an air-cooled engine, and 


can be claimed to be the leading in the 
world. 


REQUIREMENTS FOR ENGINES 


The seven major requirements for. 
aircraft engines are: minimum weight 
per horsepower, minimum consump- 
tion of fuel, and oil, minimum frontal 
area, maximum reliability, maximum 
durability, minimum initial cost and 
minimum cost of maintenance. In 
aiming to meet these requirements 
great strides have been made, and 
where obviously one engine may not 
possess all the desirable attributes, 
we have a number of proven types of 
engines today which meet conditions 
of service in a highly satisfactory man- 
ner. In the United States we have 
water-cooled engines in production 
ranging in power from two hundred to 
eight hundred horsepower and air- 
cooled engines of two hundred and 
four hundred horsepower which fairly 
well meet the needs of our require- 
ments for military and commercial 
use. The trend recently has been 
toward the air-cooled engine, and a five 
hundred-horsepower unit of this type 
is now under development. 

At the present time the efforts o of 
engineers are directed toward perfect- 
ing & Diesel type of engine. The pri- 
mary aim is to obtain higher fuel econ- 
omy and increase the power of the 
cylinder unit. Superchargers seem to 
be of high importance in the develop- 
ment of the Diesel type engines. 

Gas turbines and steam engines have 
also been studied, and the two-cycle 
explosion type has its followers. Two- 
cycle and heavy oil engines have cer- 
tain practical advantages over more 
radical types of the gas turbine and the 
steam engine, It is hard to predict 
what is possible in metallurgical prog- 
ress, and should we obtain materials 
capable of resisting higher loads at 
higher temperatures, designs impos- 
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sible today may become practically 
pessible. The fact that prominent 
engineers are behind these researches 
is a fair guarantee that the four-cycle 
explosion-type engine as we know it 


today, in spite of its high state of per- 
fection, will in the future be super- 
seded by a mechanism much more eco- 
nomical in fuel and power, and of 
greater power in relation to its weight. 


Airplanes in National Defense 


By Genera Winniam MrreeeLL, D.S.C., D.S.M. 


Formerly Commander Air Forces, A E.F. and Director of Military Aeronautics, 
United States Army. 


O speak of “airplanes” in national 

defense as applied to an Air Force 
is muzh the same as speaking of the 
“rifle ° as applied to an army, or the 
“warship” as applied to a navy. 
Therezore, in considering the “air- 
plane in national defense” we must 
think of it as the vehicle which is the 
means of conveying “air force” through 
the air, much in the same way that a 
man’s legs are the final analysis of 
land force, or the vessel is the vehicle 
of sea force. 


~ Toe PROBLEM 


National defense means the protec- 
tion cf the country, primarily, from 
outsid2 aggression, international war, 
not internal disturbances for which we 
have police forces and constabularies. 

Eaca nation has its special problem 
in national defense. We, inthe United 
States have a comparatively simple 
one. We have a compact country, 
rich ir practically every element nec- 
essary to maintain ourselves in an 
internetional war. We are the most 
self-contained country in the' world, 
and should be able to defend ourselves 
against the world, providing we apply 
the elements which the Almighty has 
given us in a common sense way. 

The term “war” signifies the condi- 
tion which results when one nation 
attempts to impose its will on another 
by physical means. The methods 
employed are directed towards paralyz- 
ing the ability to make war on the part 
of the enemy, while at the same time 
protecting one’s own power to con- 
tinue the strife. 


ANCIENT AND MODERN METHODS 


If the vital centers of the opposing 
nation are destroyed, or made incapable 
of carrying out their part in the upkeep 
of the people, resistance is no longer 
possible, and capitulation or surrender 
is the outcome. 

According to ancient methods of 
warfare, these vital centers of a coun- 
try were protected by groups of men 
put out in front of them, to prevent 
other men from moving along the 
ground and possessing themselves of 
the vital places. People then fought 
in only one dimension, the surface of 
the earth, which was the decisive area, 
and the surface of the sea, which was 
an auxiliary area. Now military opera- 
ticns have been carried: (1) into the 
air, which covers the whole earth with 
a highway ten miles deep; and (2)under 
the sea, which gives the maximum 
amount of concealment to the vessels _ 
operating in the water. 

The methods of land armies and sur- 
face navies have changed little since 
men first began to fight on the land 
and the water. 


IMPROVEMENTS IN WEAPONS 


Each succeeding military epoch has 
seen an improvement in the mechanics 
of conducting war. Each. improve- 
ment in weapons has given the defense 
more power to arrest the advance of 
the’ opposing force. Sixty years ago 
in our Civil War, one man well -en- 
trenched might have been able to 
hold off five attacking him. Now one- 
man may be able to hold off fifty. 
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These improvements in weapons have 
operated to make land armies more and 
more incapable of obtaining victory 
over the opposing state. A climax 
was reached in the European or World 
War. There the armies, after some 
preliminary maneuvering, sat down in 
a series of trenches and indulged, 
during four years, in an orgy of killing 
that merely led to the complete ex- 
haustion cf all the combatants without 
substantial gain to any. The armies 
only advanced or retreated about sixty 
miles during this whole time. The 
directing heads of the armies were 
encirely unable to bring about victory 
for either side. Had this method of 
warfare been continued, it might have 
lec. to an entire extinction of what we 
call civilization today. Just as hap- 
pened in Europe, after the fall of the 
Reman Empire, when with a destruc- 
tion of all means for preserving the 
peace and maintaining a governmental 
organization, the known world re- 
verted to a state of savagery which we 
call the dark ages. Armies, therefore, 
have become holders of ground, they 
cannot advance over it with rapidity 
to the vital centers of an opposing 

_nation and bring about a quick and 
decisive victorv. Air forces with the 
air>lane are the means of going straight 
to the vital centers of the opposing side 
and paralyzing them. 


ON THE SEA 


On the sea the surface vessels are 
entirely at the mercy of air forces with 
the airplane. The greatest battle- 
ship is even more vulnerable than the 
smallest torpedo boat. This is be- 
cause the battle ship cannot conceal 
itself, is comparatively immobile and 
inert as far as air power is concerned, 
anc. is possessed of no adequate means 
_of defending itself against air power. 
Therefore, the surface fleet, as a meens 
of controlling the sea in a contest 


between two great industrial nations, 
has lost its value. What main opera- 
tions are carried on in the water in the 
future will be handled by submarines 
which preved decisively in the last 
war what ~heir value is. The keeping 
of large surface navies, by some of the 
great powers at present, is merely a 
result of inertia, and the maintenance 
of the immense interests both personal 
and financial, which man the navies 
and supply and sell the equipment to 
the governments. 


In THE Arm 


The airplane is now the arbiter of a 
nation’s destiny. ‘There are no longer 
frontiers, in the old way. A nation’s 
frontier ncw is a blanket of air ten 
miles thick, laid entirely over it. To 
illustrate, let us consider the vital area 
in the Un:ted States. It les in the 
triangle, Caicago, Bangor, Maine, and 
Chesapeake Bay. Roughly the dis- 
tances are about 750 miles on a side, or 
from, four to six hours’ flying with 
modern aircraft. In this district are 
located New York, Philadelphia, Wash- 
ington, Pittsburgh with all its iron, 
Pennsylvaria with its coal and oil, the 
great cities of the middle west, De- 
troit with the world’s motor industry, 
Cleveland, the railway neck or straight, 
as it might be termed, south of San- 
dusky, Ohio, where the great transcon- 
tinental linzs come together, and then 
Chicago the keystone of our arch of 
dominion. Two-thirds of all we pos- 
sess as a nation; people, agriculture, 
manufactories, animal industry, wealth, 
lies there. Suppose that New York 
were paralyzed. By this we mean 
made uninhabitable for its population 
so they would have to leave it and go to 
the open fields and forests fifty or a 
hundred miles away. The population 
of the area within twenty-five miles of 
New York is about as great as that 
of all of Canada, almost twice that of 
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Australia and more than the popula- 
tionsof someof the countries of Europe. 
A few shells, gas, explosive or incen- 
diary landed in Manhattan would 
cause a complete evacuation. It is not 
necessary to destroy the physical struc- 
ture of a city today to paralyze it. 
That was a method of ground armies 
because they could do nothing else. 

Aircraft can stand off a hundred or 
more miles and launch air torpedoes 
carrying hundreds of pounds of gas, 
explosive or fire-making compounds, 
and hit a place like New York practi- 
cally every time. The air torpedo is 
like an airplane controlled by gyro- 
scopes which will pilot it in the direc- 
tion and for the distance desired. In 
case the wind deflects it from its course 
it may be corrected by radio or wireless 
control. Either large airplanes or 
dirigible airships, such as the Zeppelin, 
that last crossed the Atlantic are able 
to carry these. Airplanes do not have 
to fly over a place to attack it. Not 
only may they use the air torpedo but 
they can also put wings on their 
bombs which will allow them to glide 
for many miles to their objective. The 
variety and power of weapons that 
aircraft can carry are the greatest that 
the world has ever seen. Poison gas 
can be sprayed over fields and agri- 
cultural areas so as to kill the vegeta- 
tion, and prevent its being used for 
long periods. All live stock, as well as 
people, may be destroyed in a similar 
manner. 

Suppose that New York, Chicago, 
and the railways south of Sandusky 
were paralyzed. It would disrupt our 
whole existence as a nation. Suppose 
next that Pittsburgh, Detroit, and the 
Mackinaw Canal were put out of busi- 
ness, and that the air attacks against 
these places were continued so as to 
keep them paralyzed. Within a very 
shert time the nation would have to 
capitulate or starve to death. 
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These places can be attacked directly 
through the air from Europe now, and 
elther directly or with auxiliary bases 
from Asia. Such is the carrying ca- 
pacity and power of navigation of air- 
craft that can be constructed at this 
time. 

Armies and navies are entirely power- 
less to stop such proceedings, because 
no weapon or device operated from the 
ground is able to stop or even remotely 
hinder air operations. 


THE ADVANTAGE OF THE ATR 


Suppose that New York and Phila- 
delphia were the vital centers of two 
states at war with each other. Sup- 
pose that New York had a tremen- 
dously strong army but a very weak air 
force, but that Philadelphia had a very 
weak army and an immense air force. 
The New York army would take up 
its march towards Philadelphia. It 
would make two and one-half miles an 
hour. The Philadelphia army would 
entrench near the Delaware River 
where fifty times its number of men on 
the ground could not dislodge it. The 
Philadelphia air force would launch a 
gas and explosive bomb attack against 


New York. It would take one hour __ 


and a half to fly there, and forty min- 
utes to make the air attack. New 
York, the air fields of its air forces, and 
probably its army would be destroyed 
in less than a day, and the war would 
be over. The armies would merely 
hold the ground. If they were too 
large they would eat up so much food, 
and require so much equipment, that 
it is conceivable that they might take 
so much vital power away from the 
population and air power as to almost 
defeat themselves. A nation today can 
very easily have too large an army. 
Suppose that this country were 
menaced by a European nation pos- 
sessing an immense navy, and that we 
had no navy but a well-ordered air 
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force. We can exist, fortunately, with- 
out outside assistance; in fact we would 
feel the lack of very little no matter 
whether we had all the sea communica- 
tions or not. Should the opposing 
surface navy venture out into the sea 
it forms the easiest object of attack and 
destruction which has ever been pre- 
sented in warfare. In fact, in a 
modern war these vessels would prob- 
ably be destroyed before they ventured 
forth from their harbors. 
using the air torpedo, the water tor- 
pedo, the glidmg bomb, the dropped 
bomb, gas curtains, mines and gun 
fire are able to destroy and sink these 
leviathans with comparatively little 
elort in lives and expenditure. The 
submarine alone, of a navy’s devices, 
forms a difficult problem for the air- 
plane to handle. Concealed beneath 
the surface of the sea it is difficult to 
find during the day; cruising or lying 
quietly on the surface of the sea at 
night it is inconspicuous compared to 
the great surface vessels. Aircraft, 
however, provide the best means of 
defense against submarines, except 
submarines themselves. As a means 
of defending our coasts against the 
o.d-fashioned naval attack, aircraft 
are an absolute and positive protec- 
tion. In fact no nation would be 
fcolish enough to send a navy to cer- 
tein destruction against a nation well 
provided with an air force. 


No DEFENSE ÁGAINST AN Arm Forca 


What is the defense against an air 
fcrce then, it may be asked? The 
answer is that there is no absolute 
defense against an air force. The air 
is such a tremendous place that it is 
practically impossible to find each and 
every aircraft that an enemy possesses. 
An air force, however, is the only means 
of meeting an opposing air force. In 
"war the nation that gets in the first 
great air blow amidst the enemy is the 


Aircraft. 


one that will win. Should war be 
declared zomorrow between England 
and France, France would launch a 
night attack against London with a 
thousand airplanes tomorrow night. 
London is only forty minutes’ flight 
from the French coast. England 
would have to attack Paris two and a 
half hours away with less than half the 
airplanes that France has. The attack 
would be decisive; London would be 
destroyed. In a couple of weeks the 
war would be over. England's army 
and navy would do her no good. 
She knows this full well, but on ac- 
count of aer geographic position and 
the location and configuration of 
her insular country she cannot escape 
it. 

The use of aircraft in war might be 
likened to the “punch” which two 
prize fighters are able to deliver. We 
might corsider that neither had any 
“defense” and could hit the other at 
will. One with the “punch” would 
“land” no matter how the other hit, 
and the fight would be over. Never 
has there been any power or force in 
war, where it has been as important to 
get in the first “punch” as is the case 
with air power. In the old days 
people might pick up pitchforks and 
flint lock muskets and defend them- 
selves. Now to construct the equip- 
ment for air power takes years of 
preparation by men that know what 
it is all about. Armies and navies 
are entirely incapable of either vision- 
ing what it is or carrying it out. The 
United States never sent a completely 
equipped airplane of American manu- 
facture to the War in Europe. 

The cortest now between the great 
nations, to protect their trade, their 
institutions and their national integ- 
rity, is not huge armies, not tremendous 
and costly naval bases scattered over 
the world, but the development of 
air power, air bases and aircraft. 
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THE ArRPLANE—THE FUTURE ARBITER 
OF THE Wortwp’s DESTINY 


The unusual thing about air power is 
that a-commercial air transport air- 
plane is practically as useful as what is 
termed a military plane. One may be 
transformed into the other by merely 
loading the weapons of destruction, 
bombs and bomb sights, on it. That 
is the work of afew minutes. England 
and France thought that they were 
clipping Germany’s fighting wings 
when they put into the Treaty of 
Versailles that Germany should pro- 
duce no military aircraft. Germany 
has built a great “civil” aviation. 
Germany has the greatest dye factories 
and chemical factories in the world, 
These factories can be transformed 
into poison gas sources in a day. The 
“commercial” airplanes can be loaded 
and dispatched to London or Paris 
over night and inflict incalculable 
harm. Germany today holds “up 
her sleeve” the power of the greatest 
military surprise of the ages. More 
than the surprise of her “Big Berthas,” 
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more than her gas, and more than the 
great mobility of her troops in the last 
war. 

Airplanes and synthetic chemistry 
hold the future national defense in 
their hands. The nation that has 
these will dominate, because it will be 
able to exist. 

Therefore, when we consider “the 
airplane in national defense,” as this 
article is entitled, we must look to the 
future, not to the past. We must 
relegate armies and navies to a place 
in the glass case of a dusty museum, 
which contains examples of the dino- 
saur, the mammoth, and the cave bear. 
They still must be kept, because we 
must always maintain something that 
is still sure and useful in its particular 
sphere as the dinosaur was. But we 
must not entrust our national defense 
to these honored but obsolete services, 
because they will surely bring us to the 
Scilla of the fixed and narrow routine 
of the armies, and the Carybdis of the 
“brass hats” and organized buncombe 
of the navies. The airplane is the 
future arbiter of the world’s destiny. 


The Air Mail 


By HonorABLE W. Ieva GLOVER 
Second Assistant Postmaster General 


5 the time is fast approaching when 
the Post Office Department will 
re_inquish the operation of the Air Mail 
Service in favor of private contractors, 
it appears fitting that a brief history 
and summary of the accomplishments 
of the service be given. 


‘Tae Post Orrick SERVICE 


The first air mail route in the United 
States was established between Wash- 
ington, D. C., and New York City on 
May 15, 1918. The service was inau- 
gurated in conjunction with the War 
Department. The War Department 
furnished planes and personnel and 
handled flving and maintenance opera- 
tions, and the Post Office Department 
handled the mail and matters pertain- 
ing thereto. On August 12, 1918, the 
Pcst Office Department took over the 


y~™aLlire operation of the route, furnishing 


.3 own equipment and personnel. A 
two-way six-day-a-week schedule was 
meintained. 

“he New York-Washington route 
was operated continuously from its in- 
ception until May 31, 1921, when it was 
discontinued. During this period the 
Department had been working toward 
the establishment of a transcontinental 
service from New York to San Fran- 
cisco. On May 15, 1919, the first leg 
wa: established between Cleveland and 
Chicago; the second leg, New York- 
Cleveland, on July 1, 1919; the third 
leg, Chicago-Omaha, on May 15, 1920; 
and the last leg, Omaha-San Francisco, 
on September 8, 1920. However, at 
_this time no through schedules were 
operated, mail being relayed by plane 
to advance delivery at destination. 
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For instance, mails were flown from 
Chicago, Illinois, to North Platte, 
Nebraska, and placed on a train that 
had left Chicago approximately twenty- 
four hours earlier. No extra charge 
was made for this service. ` 

A route was established between 
Chicago and St. Louis on August 16, 
1920, and discontinued on June 380, 
1921. Another route, between Chi- 
cago and the twin cities (Minneapolis 
and St. Paul, Minn.) was established 
December 1, 1920, and discontinued 
June 30, 1921. 

The 82-hour daily schedule between 
New York and San Francisco, involv- 
ing night flying between Chicago and 
Salt Lake City, was inaugurated July 
1, 1924. Mails were carried entirely 
by plane between cities located on the 
route. Increased postage rates for 
this service were charged. 

On July 1, 1925, a five-night-per- 
week schedule of overnight service be- 
tween New York and Chicago was 
established This service was made 
daily as of May 15, 1926. Mail posted 
at the close of the business day in New 
York or Chicago is delivered to the 
addressee the following morning in the 
cities named. This effects a saving of 
a whole business day and is comparable 
to night letter service of telegraph 
companies. ' 


PLANES USED 


When thz service was inaugurated 
in 1918, Curtiss JN4H planes with 
Hispeno-Suiza motors were used. 
Soon after the Post Office Department 
took over the details of operation in 
August of 1918 a number of Standard 
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Aircraft Company mail planes were 
purchased. These were also equipped 
with Hispano-Suiza motors and carried 
two hundred pounds of mail. 

Rebuilt DeHaviland planes with 
Liberty motors were largely used as 
the various legs of the transcontinen- 
tal route were established. However, 
at one time or another, planes of the 
following types were used extensively: 
Curtiss R4, with Liberty motor; Cur- 
tiss HA, with Liberty motor; DeHav- 
iland, with two Hall Scott L6 motors; 
Martin mail planes, with two Liberty 
motors; JL6 (Junker) planes with 240 
H. P. BMW motors. 

By an elimination process from the 
inception of the service extending to 
the year 1922, the service had stand- 
ardized on DH planes with Liberty 
motors and disposed of all other types. 
A number of factors contributed to 
this end. Unused stocks of Liberty 
motors were available and were to be 
had at nominal cost. Improvements 
made on the Liberty motor, such as 
heavy stub tooth gears, drilled pistons 
and improved oil pump, indicated its 
reliability and dependability as com- 
parable with the latest developments of 
the time. 

A number of DeHaviland planes 
were obtained by transfer from the 
War and Navy Departments. Re- 
modeled and rebuilt into mail planes, 
they were speedy, reliable, long-lived, 
and capable of carrying a mail load of 
five hundred pounds. Besides, ex- 
perience had proven they were a com- 
paratively safe plane to operate. 

Owing to increased use of the supe- 
rior service offered by the speedy de- 
livery of letters by air mail, and the 
establishment of numerous contract 
routes in 1926, a plane capable of carry- 
ing a larger load than that accommo- 
dated by DeHaviland planes became 
necessary. As a result of competi- 
ticn among various aircraft manu- 
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facturers to secure a plane superior to 
the DeHaviland, fifty-one Douglas 
mail planes were purchased in 1926. 
These are now used between New York 
and Salt Lake City. DeHavilands are 
in use between Salt Lake City and San 
Francisco. The most noticeable ad- 
vantage of the new equipment is in- 
creased speed and ability to carry 
twice the load of a DH. 

In the early days special rates were 
charged on mail carried by airplane, 
but due to the lack of patronage in the 
year 1919 the extra charge was dis- 
continued, and ordinary mail was car- 
ried. Effective July 1, 1924, when the 
through transcontinental service was 
inaugurated, special airplane postage 
rates were again put into effect, and 
since that time only mail bearing the 
special rate of postage has been han- 
dled by airplane. 


GROWTH OF SERVICE 

There has been a consistent steady 
growth in the use of the service since 
the transcontinental schedule went 
into effect. The average daily load 
on the transcontinental in July, 1924, 
was 621 pounds; in July, 1925, 757 
pounds; in July, 1926, 882 pounds; 
and in December, 1926, 1106 pounds. 

A major portion of the increase in 
July, 1926, can be properly attributed 
to the contract route feeder lines es- 
tablished in 1926. It is expected that 
the establishment of a domestic uni- 
versal rate of postage of ten cents per 
half ounce or fraction thereof, regard- 
less of distance or contract routes tra- 
versed, will have a stimulating effect 
on the amount of mail handled. This 
new rate went into effect February 1, 
1927. A further reduction to ten 
cents per ounce is being given serious 
consideration at this time. 


WEATHER DIFFICULTIES 


One of the first and most dificult 


problems to confront the Post Office 


{ 
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Department when it began the opera- 
tion of aircraft was inclement weather 
conditions. And today, despite what 
has been learned and what has been 
accomplished, “weather” is the out- 
standing cause of delayed and de- 


faulted trips. It is now possible and * 


even practicable to fly what in 1918 
and 1919 was termed bad weather. 
However, at the present time mail 
planes are unable to attempt trips due 
solely to weather conditions. For in- 
stance, freezing mist or rain will bring 
a plane down in a very short time. It 
is possible to fly through or over fog or 
low clouds encountered on a trip, but 
no means have been developed whereby 
it is practicable for a plane to be landed 
safely on a field covered by a dense 
fog. 

When the Department began to use 
Liberty motors it was not an uncom- 
mon occurrence to have delayed and 
incompleted trips due to motor trou- 
ble. However, by developing and per- 
fecting rigid inspection, servicing and 
overhauling methods, actual forced 
lendings on account of motor trouble 
ace a rare occurrence. Likewise, 
forced landings on account of failure 
o2 the plane or plane parts are almost 
- unheard of, due to proper inspection 
and servicing. 


Cross-Country Nieutr Fiyine 


When in 1923 the Post Office Depart- 
ment decided to carry out certain ex- 
periments to determine if cross-country 
night flymg on regular schedule was 
possible or practicable, a momentous 
step in the development of aviation 
was taken. Up to this time very little 
night flying had been done. The U.S. 
Army Air Service had carried on some 
experiments and developed certain 
necessary equipment, but had attempt- 
el very little regular scheduled cross- 
~“eountry flying at night. The Army 
obligingly placed all the knowledge 


they had gleaned from their experi- 
ments at the disposal of the Post Office 
Department. Beacon lights were in- 
stalled between Chicago and Cheyenne, 
planes were equipped with landing 
lights, emergency fields were prepared 
and marked, and terminal fields 
lighted. Pilots were given an oppor- 
tunity to make practice night flights. 
In August of 1928, a regular schedule 
was flown between New York and San 
Francisco for a period of four days, the 
portion of the route between Chicago 
and Cheyenne being flown at night. 
The experiment was a complete success 
and night flying was an accomplished 
fact. It could be done. 

The remainder of 1928 and the first 
half of 19¢4 were spent in preparing for 
the inauguration of a regular trans- 
continents! service on July 1, 1924. 
The service went into effect as planned 
and has been operating continuously 
since, witk only slight changes in sched- 
ule, and with a performance percentage 
of approximately ninety-four per cent. 
When means are found to circumvent 
weather that is now impossible, a 
schedule approximating one hundred 
per cent will be possible. 

Numercus changes in the lighted 
airway locking toward a more efficient 
and economical administration have 
been made. Additional lights have 
been installed, providing a powerful 
rotating beacon at approximately 
every fifteen miles. 

A brief summary of the work done 
in connection with the inauguration 
of night fying will give some idea of 
the task. In the last half of 1928 and 
the first half of 1924 the following spe- 
cial work was accomplished: 289 flash- 
ing gas beacons were installed between 
Chicago and Cheyenne; 34 emergency 
landing fields between the same points 
were rented, equipped with rotating 
electric beacons, boundary markers, 
and telephones; 5 terminal landing 
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WHAT AIR MAIL DOES TO THE MAP! 


Distances from New York Reduced in Proportion to Time Saved by Air Mail, 
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fields were equipped with beacons, 
flood lights and boundary markers; 
17 planes were equipped with lummous 
instruments, landing lights and para- 
chute flares. The necessary organiza- 
tion to handle operations both in the 
air and on the ground was brought up 
tc a high degree of efficiency. 

The lighted airway was extended 
eastward from Chicago to Cleveland 
in the summer of 1924; westward to 
Rock Springs at the same time; from 
Cleveland to New York in the spring 
of 1925; and from Rock Springs to 
Salt Lake City in the fall of the same 
year. 

These last two extensions involved 
difficulties peculiar to the country over 
which laid out. The Cleveland-Chi- 
cago leg traverses the Allegheny Moun- 
tain Range, offering serious difficulty 
in the establishment of emergency 
landing fields and locations of beacon 
lights on mountain tops that would be 
both visible to a pilot flying over and 
accessible from the ground. The leg 
from Rock Springs to Salt Lake City 
traverses the Laramie and Wasatch 
Ranges of the Rocky Mountains, an 
area that is very sparsely settled. 


Quick COMMUNICATION SYSTEM 
ESSENTIAL 


An efficient, quick and dependable 
communication system is essential to 
the operation of aircraft on regular 
schedule cross country. It is neces- 


: gary to have promptly, when needed, 


> 


weather reports and ship movements. 
The Post Office Department first tried 
out a leased land wire over portions of 
the route, but discarded it in favor of a 
transcontinental radio service. Radio 
stations are located at fifteen terminal 
fields on the transcontinental route. 
Of these nine stand continuous watches 
366 days per year. Although in the 


-past the Department has experimented 


with radio sets installed in planes, and 
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pilot to ground communication has 
been maintained with varying success, 
this development has not reached a 
stage where it is of real practical value. 
However, results to date show prom- 
ise, and it can reasonably be expected 
in the near future that this desired de- 
velopment will be an accomplished 
fact. Some aircraft operators are ex- 
perimenting at this time. Besides, the 
Bureau of Standards of the Depart- 


ment of Commerce is carrying on fur- . 


ther development work. 

A forward step was taken when the 
Postmaster General was authorized by 
law to enter into contracts for the 
transportation of mail by aircraft. 
This led to the establishment of several 
contract lines early in 1926. 


Contract Roures 


Contract routes have been estab- 
lished and are now in-operation be- 
tween Los Angeles, Calif., Las Vegas, 
Nevada, and Salt Lake City, Utah; 
Pasco, Wash., Boise, Idaho and Salt 
Lake City, Utah; Pueblo, Colorado 
Springs and Denver, Colo., and Chey- 
enne, Wyo.; St. Paul and Minneapo- 
lis, Minn., LaCrosse and Milwaukee, 
Wis., and Chicago, Il; Ft. Worth and 
Dallas, Tex., Oklahoma City, and 
Ponea City, Okla., Wichita, Kan., 
Kansas City and St. Joseph, Mo., 
Moline and Chicago, Ill; St. Louis, 
Mo., Springfield, Peoria and Chicago, 
11.; Chicago, Il., and Detroit, Mich.; 
Detroit, Mich., and Cleveland, Ohio; 
New York City, Hartford, Conn., and 
Boston, Mass.; Seattle, Wash., Portland 
and Medford, Ore.; San Francisco, 
Fresno, Bakersfield and Los Angeles, 
Calif. All of the above routes except 
the last named make direct connection 
with the government-operated trans- 
continental or New  York-Chicago 
overnight service delivering mail to and 
receiving mail therefrom. 

The establishment of the contract 


~~ 
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service increased the number of people 
directly served by the Air Mail Service 
materially, and resulted in an increase 
in mail handled of practically fifty per 
cent. 

Arrangements have been completed 
whereby the portion of the transcon- 
tinental route between Chicago and 
San Francisco will become contract 
service on or about July 1, of this year. 
It is expected that the portion between 
Chicago and New York will be let out 
to contract in the near future. The 
Post Office Department thereby will 
discontinue the operation of aircraft 
entirely. 


ACCOMPLISHMENTS OF THH Post 
OFFICE DEPARTMENT 


It is believed that the Department 
can, without fear of contradiction, lay 
claim to a number of accomplishments 
in the field of commercial aviation. In 
the first vlace, it has kept aviation þe- 
fore the public and brought many peo- 
ple into a closer feeling of relationship 
with aircraft. Secondly, the Post of- 
fice Department has demonstrated that 
it is possible to maintain a fairly reg- 
ular schedule of plane operations in all 


TEHE ANNALS OF THE American ACADEMY 


seasons, both day and night. Fur- 
thermore, a considerable portion of 
the American public has been convinced 
of the safety of air transportation. At 
this writing the Air Mail Service has 
flown approximately 2,500,000 miles 
since there has been a serious accident 
in the service. During the calendar 
year 1926 there was one fatal accident, 
and two during the calendar year 
1923. i 

The Air Mail Service was awarded 
the Collier trophy for the most impor- 
tant contributions to the development 
of aeronautics in the year 1922, for the 
unusual record of safety established; 
in the year 1923 for demonstrating the 
practicability of night flying. Re- 
cently the Harmon trophy for the 
United States was awarded to Pilot 
Shirley J. Short of the Air Mail Service 
for his outstanding flying record for 
the year 1926. 

Now that the Air- Mail Service will 
be operated entirely by private con- 
tract, private enterprise no doubt will 
stimulate the use of the service and 
carry on the development of commer- 
cial aviation to a point little dreamed 
of at this time. 
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“mosaics.” 


Aerial Photography 


Its Development and Future 


By SHERMAN M. FAmcEmD 
President, Fairchild Aviation Corporation 


HILST aerial photography was 

used to a limited extent in the 
years preceding the World War, it owes 
t-s rapid development to the experiences 
gained during four and a half years oj 
concentrated warfare. Like aerona. 
tics in general, this branch of the active 
services, with practically unlimited 
zunds at its command, made enor- 
mous progress. Naturally, commercial 
serial photography profited from the 
knowledge so gained, and it is gratify- 
mg to observe that American aerial 
photographers have kept well to thefore 
m this particular branch of aviation. 


Earcy Types or CAMERAS Usep 


At first, ordinary cameras with tele- 
scoping leather bellows were employed, 
merely reinforced with protective cones. 
But this makeshift arrangement was 
300n found to be utterly inadequate, 
and the need for a specially designed 
and constructed apparatus became at 
3nce apparent. 

The second logical step was, there- 
fore, 4 new type of aerial camera, hand- 
operated and using a plate or film 
magazine. Whilst admittedly giving 
better results than the earlier cameras, 
they were still far from perfect and 
could in no way be compared with the 
modern aerial camera of today. 

Even until recently the great major- 
ity of aerial picture makers, enlisted in 
peaceful pursuits, performed 2 dual 
function. They were used for the 
making of “obliques” as well as of 
“Obliques” are in reality 
-“bird's-eye” views, taken from a 
slightly steeper angle than when usually 


seen from the ground, objects in the 
foreground and center standing out 
clearly, whilst those further back show 
a perceptible loss of detail, due to their 
greater distance and the usual atmos- 
pheric haze so close to the ground. In 
“mosaics” all pictures are taken from 
a predetermined height, in a true ver- 
tical position, and thus enable the aerial 
photographer to assemble a complete 
map of the territory under observation, 
by joining the individual photos “‘shin- 
gle”—fashion. That is called “aerial 
mapping.” As can readily be imagined 
this procedure, which depended entirely 
upon the constant alertness of the 
observer-photographer, sometimes left 
gaps bezween adjacent exposures of 
film, so that frequently a new set of 
pictures had to be taken, in order to 
complete a mosaic. 


Tue Latasr Mrrrary Mops. K-8 


The need for a camera which would 
automatically produce a series of con- 
secutive and overlapping photographs 
entirely independent, if possible, of the 
human element, led the Fairchild Aeri- 
al Camera Corporation of New York 
to develop a “fully-automatic” aerial 
camera, known as the Military Model 
K-8. ‘This is considered the greatest 
forward step, since the incipiency of 
aerial photography. 

No longer need an observer-photog- 
rapher be carried. This new camera 
may now be installed in a fast single- 
seater pursuit plane. Merely the 
“twist of the wrist” in setting the dial 
of the intervalometer on the instru- 


ment board, enables the pilot to “shoot” ° 


50 THE ANNALS OF THE AMERICAN ACADEMY 


an entire city from an altitude of six 
miles, unheard and unseen. 
Briefly, the camera is mounted in the 


plane with the lens pointing downward. 


through an opening in the fuselage. 
The elevation at which the plane must 
be flown is determined. To instance 
an example: If the area under observa- 
tion 13 to be mapped on a scale of 800 
feet per inch, and a lens of 20-inch focal 
length is employed, multiplication of 
the two factors (800 X 20) gives the 
altitude in feet which the plane must 
maintain (16,000 feet). 

The pilot outlines upon U. S. Geode- 
tic Survey sheets the area to be covered 
and also marks the guide or flight lines. 
According to this marked map the “job 
is flown.” The pilot flies back and 
forth along the guide lines, making 
“strips,” until the full area has been 
covered. 

The photographic film is covered by 
exposures 744 by 914 inches each, the 
larger dimension forming the width of 
the film. However, the net effective 
area of each exposure is only about one- 
fifth of the picture. This is because 
only the center part is truly vertical, 
while the marginal objects appear 
slightly oblique. Hence the photog- 
rapher times the consecutive exposures 
so that they overlap “shingle”—fash- 


ion by about sixty per cent, and the . 


pilot plots his flight lines so that the 
strips overlap nearly fifty per cent. 

The overlap also permits of stereo- 
scopic study of the terrain, which adds 
the third dimension, so indispensable to 
the correct interpretation of many 
objects on the ground. 

With the completion of the photog- 
raphy the air work is done, and the 
films, after developing and printing, go 
to the mapping department. 


AERIAL MAPPING 


a 


tain survey points upon a large board, 
and then superimposing selected sec- 
tions of aerial photos, after they have 
been carefully corrected to scale. * This 
master map is then re-photographed in 
large sections, from which any desired 
number of copies may be made. En- 
largements up to four diameters may 
be made to bring out certain details, 
without perceptible loss of definition. 
The practical applications of aerial 
mapping are manifold, indeed. Hy- 
draulic companies are having their 
watersheds surveyed by this method. 
Nearly all the larger light and power 
companies have had their transmission 
lines plotted from the air. Congested 
territories all over the country, com- 
posed of multiple city groups, are being 
mapped for regional planning. Several 
states are contemplating aerial map- 
ping of their entire commonwealths. 


USES FOR AERIAL Maps 


The many uses for aerial maps are 
practically unlimited. From them the 
hydraulic engineer can locate potential 
power sites. The department of fores- 
try can interpret them accurately, locate 
fire towers, mark fire lanes, and appor- 
tion ranger patrols. The lumberman 
will quickly spot denuded areas, where 
acres of stumps and dry brook beds 
demand reforestation. State highway 
departments will now be able to plan 
speedily and accurately new main 
arteries. From these maps the agricul- 
tural departments can figure the percen- 
tage of land under cultivation, mark 
waste lands for reclamation, and thus 
assure maximum agricultural efficiency 
for the entire state. The problem of 
adequate water supply for large metro- 
politan areas will be solved by the most 
intensive study of aerial maps for the 
logical locations of future reservoirs and 
basins. 


Individual cities and towns also bene- ~~ 


The mosaic or aerial photographic 
fit greatly from aerial maps, their 


* map is assembled by first plotting cer- 
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various departments adapting them to 
their respective needs. In this manner 
tke board of education may locate ideal 
sizes for schools, to suit the ever chang- 
ing population. The police and high- 
way departments can solve their traffic 
problems better. A single glance will 
show the necessity of widening certain 
thoroughfares at strategic points, deter- 
mne better parking facilities for motor 
cars, plot layouts for new streets and 
boulevards, and tell, without visit- 
ing the location, whether or not prop- 
erly values make condemnation pro- 
ceedings prohibitive. The board of 
tax assessors can conclusively point out 
the factors of. improvement which 
helped to increase the value of a citi- 
zen’s property. The city planning and 
zoning departments can do their work 
more rapidly and intelligently, because 
all factors pertaining to their particular 
prcblems are registered photogreph- 
ica ly and to scale, covering the entire 
citv. The police, fire, water and sewer 
departments find these serial maps of 
inestimable value in their many daily 
tasks. 


more easily interpreted than a vertical 
map, for oblique views are pictures 
such as our eyes are accustomed to gaze 
upon from high buildings, mountains, 
or other points of vantage. 

Pedagogues and authors of textbooks, 
especially those on geology, geography 
and history, have used aerial photo- 
graphs for illustrations. Present indi- 
cations are that this type of illustration 
in teaching will probably cause a great 
many of our schools and colleges to 
employ more and more aerial pictures 
and lantern slides in the future. 

Captains of industry have been quick 
to realize the accuracy of aerial pictures 
for plant layouts. In several instances, 
aerial photos have been accepted in 
court of law as conclusive evidence. 

The painting of aerial pictures in 
natural tints has opened a new avenue 
of sales for the decoration of homes, 
clubs and business offices. 

While in the past individual munici- 
palities have contracted for aerial 
surveys for city planning and zoning, 
tax, parkway and traffic studies, entire 
counties were mapped in 1926. This 


a The city engineer welcomes them to 
$ ; : i 
4 Aucidate his projects, and to save a 
a good deal of field work, thanks to the 


is a fair indication. of public needs for 
regional planning, rather than individ- 
ual municipal problems. The next few 


exact reproduction of the terrain under 
survey. Gas, electric and telephone 
companies find these maps indispen- 
sable in solving their problems of dis- 
tribution. 

Aerial photography has also played a 
major part on scientific expeditions, 
and was employed with marked success 
on Dr. Alexander Hamilton Rice’s trip 
through virgin territory into Brazil 
along the ‘Amazon River. 

New possibilities for the application 
of aerial photography are presenting 

‘themselves as the industry develops. 
Evea long before aerial mapping was 
perfected, oblique aerial photographs 
“were used for advertising, real estate 
developments, etc. They are naturally 


years will see entire states mapped from 
the air, at a considerable saving of time 
for the surveyors, and a great saving of 
money for the taxpayer. 


Tay CAMERA 18 CONSTANTLY 
IMPROVED 


In aerial photography, as in any.other 
line of business, supply, both in kind 
and in volume, is controlled by demand. 
And if the present day demand seems to 
lie at least partly in the direction of 
greater personal comfort and efficiency 
for the surveyor and the public, the 
serial photographer may consider the 
situation something of a compliment to 
himself. Presumably he has gained a 
lap in the race and now he may catch 
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his breath. As a matter of fact, how- 
erer, he isn’t resting. Eternal vigi- 
lance, he knows, is the price of progress; 
and. he’s busy. 

He’s busy, specifically, at the task of 
filting the aerial camera more accu- 
rately to the present-day needs. Aerial 
photography is increasing in volume; 
the demands made upon it are becom- 
ing more stringent. The situation 
demands—and the future will continue 
tc demand—aerial maps that are accu- 
rete and to scale, maps that may be 
enlarged several diameters without 
perceptible loss of detail. The engi- 
neer demands—and will continue to 
demand—an aerial camera that will be 
absolutely automatic, a camera that 
will “handle” easily, a camera whose 
operation insures a maximum of safety 
and a minimum of muscular and mental 
effcrt. 

And sc the aerial camera manufac- 
turer, to whom demand always stands 
as a challenge, is busy. He’s busy in 
wany different directions and at many 
spots in the camera’s anatomy. He's 
busy with old problems and with new 
ones. 

The outstanding accomplishment in 
aerial photographic picture makers 1s 


-~ the Fairchild Automatic Recording 


Camera. Used as standard equip- 
ment by the U. $. Air Services, the 
Royal Canadian Air Force and numer- 
ous foreign governments, this camera is 
amost human in its action, and does 
what no other camera can do at this 
time. 

On a strip of 75 feet of film it will 
take 116 consecutive exposures, 7 by 9 
inches in Size, and all the pilot has to do 
is to set the intervalometer on his 
instrument board in the plane, and the 
camera does the rest. In other words, 
po additional observer-photographer 15 
needed, and, in addition to the aerial 
picture under observation, complete 


engineering deta, such as the time of the 
exposure, the focal length of the lens, 
the serial number of the camera, num- 
ber of exposures, the altitude and level 
of the camera, and any written notes 
the pilot may add are permanently and 
accurately recorded. 

In this manner the element of human 
errors has been completely eliminated. 
Extra film magazines may be slipped 
in position in less than five seconds, and 
twice the area may now be mapped 
without stopping the camera mecha- 
nism. With one single loading an area 
of 180 square miles may be accurately 
mapped from a height of 10,000 feet. 

The “ketween-the-lens” shutter, in 
addition =o perfect light distribution 
over the entire film face, assures greater 
speeds, and is absolutely unaffected 
from the vicissitudes of climatic ex- 
tremes. 

1 is significant that two U. S. Army 
aviators, not so long ago, established a 
photograrhic altitude record by ascend- 
ing to 32,200 feet, and taking a photo- 
gradh of the city of Dayton, Ohio, 
from a height of six miles, covering an 
area of nineteen square miles on a single 
exposure, 7 by 9 inches. 

The ultimate possibilities of photo- 
graphic apparatus, for the mapping of 
the ground beneath from such altitudes, 
with the plane—unseen and unheard— 
haven't even been fully realized. The 
importance of scientific aerial photog- 
raphy for martial and commercial 
pursuits will constantly increase, as 
time goes on, and more rigorous de- 
mands ar2 made upon creative genius 
to supply that demand. 

At this stage the future scope of aerial 
photography cannot even be forecast 
with any degree of accuracy. Time 
alone will tell. 

Needless to add, such specialized 
equipment as a modern aerial camera 
requires special flying equipment, in 
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addition to highly trained personnel, in 
order to assure satisfactory results. 
The demand by the services and the 
public for a high-grade combination of 
aerial mapping equipment, caused the 


Fairchild organization to develop a 
special mapping monoplane, adapted 
to the requirements of the Fairchild 
Aerial Camera, thus insuring a har- 
monious ensemble. 


Airports and Landing Fields 


By Winnriam E. ARTHUR 
President, William E. Arthur € Co., Inc. 


H the steady growth of com- 
mercial aeronautics, and the es- 
tablishment of airways criss-crossing 
the United States, the necessity for 
well designed airports becomes ap- 
parent. The city without an airport 
will be in the same class as a coastal 
_eity without a well-equipped harbor. 

Cities and nations, like individuals, 
achieve material progress in propor- 
tion as they possess pioneering minds 
and the courage to make plans and fol- 
low them through. 

The genius of America has been in 
the ability of its people to sense the 
trend of development, and to brave 
temporary inconvenience for the larger 
benefits towards which they aim. Few 
of our national undertakings have been 
able to offer immediate profit, and 
none of them have failed to be enor- 
mously profitable in the end. 

In our generation we have seen the 
automobile emerge from a thing of ridi- 
cule to revolutionize land travel and 
transportation. Perhaps to no other 
one thing does the South owe its pres- 
ent prominence in national affairs than 
to this mechanical infant of yesterday. 

In this generation, also, another great 
factor has come into the life of the 
nations—men have learned to fly. 

Urged by influences far greater than 
behind any other national venture, the 
airplane hovers over our cities today, 
asking the hospitality of safe landing 
fields. Backed by industrial and 
social need, these ships of the air have 
not found pioneer spirits lacking to 
develop and fly them, nor can com- 
munities refuse their service, and con- 
tinue to retain their place in the 
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industrial competition, which is sweep- 
ing forward in a test of civic strength 
and the right of communities to com- 
mercial life. 

Within the last twelve months com- 
mercial aviation has emerged from the 
obscurity of doubt and uncertainty to 
a condition of fact which challenges the 
attention of all. We stand upon the 
threshold of an era of flying. 

Given some place to start from, 
some place to go to, and a route over 
which to fly, an airplane will develop 
air traffic as well as help develop the 
cities and communities between which 
it flies. 


Arr LINES 


Cities throughout the country are 
rushing to provide airports in which 
they are making investments of from 
$15,000 to 81,000,000 and more. 
These airports, according to govern- 
mental plans, will be linked together 
in a network of lines, criss-crossing the - 
country, and, according to the War 
Department’s published plans, cover- 
ing a straight-away line of more than 
50,000 miles. Air mail lines are taking 
form, and the pioneer lines, of course, 
will witness the greater developments, 
due to the fact that during the further 
educational period necessary to fully 
develop public demand, the cities not 
early providing themselves . with air- 
ports will find it difficult thereafter to 
secure the services of air transport 
companies because of competition 
with parallel lines. 

On May 20, 1926, Congress passed 
the Air Commerce Act, definitely com-— 
mitting the United States government 
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to encouragement of air transport and 
passenger lines, and setting up a new 
department within the Department of 
Commerce, the whole time of which 
will be devoted to the promotion of 
aicways. Under the auspices of this 
departmert, the following seventeen 
lires are now in operation, with four 
additional lines to be immediately 
provided for: 

Government: 

1. Transcontinental, 2665 miles, 

f Post Office Department. 

2. New York-Chicago, night mail, 
‘770 miles, Post Office Depart- 
ment. 

Private Contract Air Mail: 

1. Boston-New York, 220 miles, 
Colonial Air Transport. 

2, Chicago-St. Louis, 277 miles, 
Robertson Aircraft Corpora- 
tion. 

3. Chicago-Dallas, 995 miles, Na- 
tional Air Transport. 


4, 


5. 


13. 


14. 


. Detroit-Cleveland, 91 


. Detroit-Chicago, 


. Cheyenne-Pueblo, 


Salt Lake City-Los Angeles, 589 
miles, Western Air Express. 
Pasco-Elko, 424 miles, Walter 

T. Varney. 
miles, 
Ford Motor Company. 
278 miles, 
Ford Motor Company. 


. Seattle-Los Angeles, 1078 miles, 


Vera C. Corst. 


. Chicago - Minneapolis-St. Paul, 


384 miles, Northwest Airways, 
Inc. 


. Atlanta-Miami, 740 miles, Flor- 


ida Airways Corporation. 


. Cleveland-Pittsburgh, 115 miles, 


Clifford Ball. 

200 miles, 
Colorado Airways. 

Seattle-Victoria, 78 miles, Ed- 
ward Hubbard. 

New  Orleans-Pilottown, 80 
miles, Robertson Aircraft 
Corporation. 
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Fieurr 1--DIAGRAM OF A MODERN Armport Desianzp BY Wm. E. ARTHUR 


15. Philadelphia-Norfolk, Philadel- 
phia Rapid Transit Air 
Service. 

16. Detroit-Grand Rapids, 140 
miles, Stout Air Service. 

17, Atlanta-New York, 778 miles, 
Pitcairn Air Lines. 

The government proposes to fur- 
nish intermediate landing fields and 
light beacons between terminals, so as 
to make possible night flying between 
airports which the cities are expected 
to provide. The intermediate fields 
wil be located approximately 20 miles 
apart; a tremendous lighting program 
is anticipated, and many other means 
of assisting the air navigator will be 
provided by the national government. 


SELECTION OF SITE = 


In the selection of sites there are sev- 
eral important factors to be considered, 
and it is very important that these be 
properly balanced with careful con- 
sideration to orientation of site, pro- 
vision for expansion, soil and drainage, 
transportation, communication (radio, 
telephone, telegraph, etc.), building 
arrangement and construction, and 
field lighting for night flying. 

Figure 1 illustrates the ideal modern 
airport as designed by the writer, 
which indicates the cross runways of 
approximately 8000 feet in length, and 
about 200 feet or more in width, and 
also shows ideal locating of hangar 
and other buildings. However, there 
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are many cases where a field of this 
type would be impossible. Where 
such is the case, the main requirement 
to be observed is that the field shall be 
of sufficient size to permit the efficient. 
operation of all types of commercial 
planes, at the same time anticipating 
for tke future. 

Figure 2 illustrates several types of 
landing fields. 


Layine Out or AIRPORT 


Af-er the field has been selected, and 
the direction of the prevailing wind 
determined, the next step is laying out 


the runways. The runway, a spe- 
cially prepared strip for planes to land 
upon, is a necessity in any field where 
other than very light traffic is expected. 
Thick, tough sod will sometimes be 
sufficient, even in rainy weather, but 
this must be solid enough to resist three 
times the weight of planes, the average 
stress at the moment of landing. 
Runways should permit of four-way 
landing if possible, or the next best 
combination as indicated. After the 
layout has been decided, the runways 
should be constructed, using cinders, 
slag, or other suitable material, tamped 
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down sufficiently to present a uniform 
surface, but not enough to prevent 
drainage. As previously mentioned, 
tke runways should be as long as pos- 
sible, not under 3000 feet, and free 
frora obstructions at each end. The 
minimum satisfactory width should be 
about 200 feet. 

Y the field is of sand or gravel, it 
will drain naturally, otherwise, artifi- 
cial means must be used, such as 
dreches flush with the surface. When 
such ditches are required to drain the 
runways, they must be filled with 
stone or coarse gravel to the cinder 
level, the smaller stones tamped down 
at the top so that landing gear will pass 
over smocthly, and yet maintain good 
drainage. 

Every added foot of runway length 
makes for added safety. 


LIGHTING FOR Nient FLYING 


All airports should be properly 
lighted in such a way as to indicate lo- 
cation of field to pilots, and flood- 
lighted to assist in landing and takeoff 
of planes. Types of this lighting are 
included in the following: 

Beacons that throw sharp long 
beams of light which revolve in the sky, 
“acting as aerial lighthouses to the pilot. 

3oundary markers that are small, 
sharp, contrasting, and sometimes 
flashing lights. 

Red lights, indicating that there are 
obstructions and dangers to be avoided, 
such as telegraph poles, trees, houses, 
towers, ete. 

Green lights indicating approaches 
to sunways. 

Buildings on the field flood-lighted 
to give the pilot a perspective, thus 
ensbling him to judge his height better 
when approaching the field. 


FLoop-LiaHtina 


There are many types of flood-light- 
ing. but the most satisfactory to date 
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(Copyright) William E. Arthur and Co. 


A VERY IxrTerestinG PHOTOGRAPH OF HADLEY Freno, TER New YORK TERMINAL or THB U.S. Arm MAIL Service 


This photograph was taken by William E. Arthur at 9:45 
flood light just does not appear in the picture, 


The fact that these are flashing lights 
, while another, the one just behind an automobile 


Jan. 12, just as the mail plane was taking off for Cleveland. The 


dary lights are clearly visible. 


g apparently extinguished 
ted.—Reprinted from February 1, 1926, issue, “ Aviation.” 


p m. on the night of Tuesday, 
, appears to be dimly ligh 


being on the extreme left. The boun 


in the right hand half of the photograph 


is the reason for the one appearing in the left hand portion of the picture bein 
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is the type with the large Dioptric lens 
with a high tensity ark, which throws 
a light in all directions to the ground in 
such a way that the entire field is 1l- 
luminated like day, and in a way that 
no stray light is inclined upward to 
blind the pilot in approaching the 
field. 


BurnDixas 


The buildings of an airport should 
ustally consist of: 

1. A station to accommodate pas- 
sengers, waiting room, baggage room, 
ticket office, telephones, telegraph, 
wireless station, meteorological station, 
cortrol room for controlling the move- 
meat of ships at the field, etc. 

&. Field Post Office and Custom 
Ho ise building. 

3. Freight and express building. 

4. Necessary hangars for different 
operating companies on the field, also 
public hangars to accommodate planes 
over night, much on the same order as 
automobiles are stored nights at ga- 
rages. 

Space should also be provided for 
parsing of automobiles and buses 
which arrive at the field. 

Gf course the type and number of 
buildings required depend on the size 
and activities of an airport. 


Cost ANALYSIS 


With all this talk of airports and 
their equipment, the cost of airports 
to the different cities seems to be an 
important factor. 

The following cost data was tabu- 
lated recently by the Department of 
Commerce, Aeronautics Division: 


A-curate analysis of airport cost per ecre 
is al present impossible because of the 
smal amount of data and the. divergent 
standard of construction and improve- 

ment. Lanc values vary in different parts 
of the country, and according to the prox- 
imity of the airports to the cities. In 
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some cases the cost of leasing ground has 
been computed by cities as a maintenance 
factor. In others no check has been made 
on maintenance. The unit cost per acre 
13, therefore, only a rough approximation. 
However, this is the best information to be 
had until more airports can be considered. 

In the following tabulation are shown the 
data received from seventeen airports. As 
these ports are located in widely separated 
parts of the country it is probable that each 
case will serve as a basis for calculation for 
some city similarly situated. 

The value given in column 3 is the actual 
amount paid for the land or the assessed 
value. The cost of putting into shape, 
indicated in column 4, has been determined 
differently by each city, but the improve- 
ments represented are briefly discussed in 
the text following the tabulation, so that a 
proper undertasnding may be had. 
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Cost of Length of 
Cuy end Name of Acres Value Puliung Afauintenance How Shada Shops Runways 
lirport mio Shape Bought (Fest) 
Phoenix, Ariz 100 336,000 33600 By arty funds 0 Q 2,320 
Tuossr, ÁTIZ....... 80 38,000 86,800 $625 Same 1 ix Square 
Los Angeles, Calif . 80 $110,000 $10,000 ........ Field is city 2 No not 3,500 
land given 
Hartfo-d, Conn, .. 107 880,250 , 811,500 By city funds 3 , Same Square field 
Atlants, Ga . D 30 ee $25,000 ; Leased 0 0 2,500 (Tni- 
angular field) 
Portlard, Me . 54 $20,000 Private 0 1 2,000 sast and 
Owned west 
Bostor, Mass . . 40 31,000,000 350000 State 4 Miltary 1,500 in 
T-form 
Battle Creek, Mich 150 340,000 Leased at Leased 1 Inhangar 2,200 by 
$500 per year 1,100; 2,400 
by 1,200 
St Jowph, Mo ... 141 363,140 $40,400 83,000 By aty funds 1 Same Four way field 
Philadsiphic, Pa.... 125 $125,000 $15,000 Conversion 2 3,600 by 1,800 
city ground 
Pitteburgh, Pa. .... 40 $36,000 $113,000 . .... By city and 2 
country 
Cincinnati, O .. . 207 358,050 $26,000 Donated 2 1 Three 6,000 
ft 
Clevelind, O .. 00 $1,250,000 320,000 ‘By bond 8 8 4,000 ft. 
18910 square 
Musk gee, Dkla.... rent $30,000 $19,500 Leased 1 1 a 
Fort Worth, Tox... 175 $131,250 . Lease cost Leased with 1,000 by 
81,250 per yr. option 2,000 
Pasco Wash. .... 160 $4,958 $2,560 ee Leased by 1 1 3,000 by 
county 1,700; 250 by 
1,000 
Buffab, N. Y. . 520 $411,000 $203,000 sss Bond issue 3 1 Cinder. 100 
by 2,000 


Ploeniz.—The site for the Phoenix Air- 
port was purchased by the city from general 
funds. It is under direct municipal man- 
agement, and is open for all planes. The 
mairtenance cost is borne by the city. The 
field is lccated seven miles from the city on 
a paved road, and is in charge of a care- 
taker. Half of the 160 acre field, not used 
at present, may be utilized when traffic 
warrants. 

T 1cs0n.—The Davis-Monthan Airport 
site was purchased by the city from munic- 
ipal funds. The city leases the port to 
the Army Corps at one dollar per year. 
Fighty per cent of the maintenance cost is 
borre by the city, the remainder by the 
Army. The city is about to establish a 
larger field, total acreage 1280, an land 
leas2d from the Department of the Interior. 

Iss Angeles—The Los Angeles Airport 
is situated on land controlled by the City 
Parx Board, and is maintained by the or- 
gan zation. Sheds were supplied by the 
Army Air Corps. The equipment was put 
in crder by the California National Guard, 
which also assists in maintenance. 


Hartford.—Ninety-six acres of the Hart- 
ford Municipal Airport site were obtained 
for aeronautical use by conversion of city 
property, and nine acres were obtained by 
purchase. The city has an option on an- 
other plot of 494 acres and is negotiating 
for 16 more. The airport is under direct- 
City management, and all maintenance 
cost is borne by the city and state. 

Atlanta.—The city of Atlanta has ac- 
quired 300 acres from a private estate, by 
means of a five-year lease, with option to 
purchase at one-half the real value, which 
option will probably be exercised. Two 
hard surface roads lead from the field into 
Atlanta, which is eight miles north. 

Portland, Me.—Stroutwater Field is pri- 
vately owned and operated. -The expense 
of constructing the runway and the shop 
was borne by pilots and other individuals 
interested in flying. 

Boston.—The site of the Boston Airport, 
available for sea planes also, is state land. 
The Army and Navy lease portions but the. 
field is open to all planes, and space is avail- 
able for lease t private enterprises. The 
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Federal Government, the state, city and 
public subscriptions provided money for 
Inrprovements. 
_ Battle Creek.—The Battle Creek Airport 
is sizuated on land leased until 1929 with 
option of purchase. The maintenance cost 
is >crne by local interests and civic organi- 
zations, 

St. Joseph, Mo.—The Rosecrans Munic- 
ipel Air Field is located on land purchased 
by the city from general funds. The main- 
tenance cost is borne by the city. 


Bufalo.—The site of the Buffalo Airport 
was purchased by the city through issue of 
boads. It is directly managed by the air 
division, Department of Parks and Public 
‘ Buildings. 

Philadelphia.—The site of the Philadel- 
pha Municipal Field was obtained by con- 
version of city property and condemnation 
of additional ground. It is managed by a 
boerd of control, representing the city, 
state of Pennsylvania National Guard, and 
the concessionaire. 


Cincinnati.—The land for the Lunken 
Airport was deeded by Mr. E. H. Lunken, 
to Lunken Airport, Inc., a Cincinnati cor- 
poration. The corporation leases part of 
the field for Army use at one dollar per 
year. Lights to aid night landing in emer- 
gency have been installed. 


Cleveland —Cleveland Airport is located 
on land purchased by bond issue, and main- 
tained by the city. 

Muskoges.—Hat Box Field is situated on 
a 60-acre plot, of which 40 acres are leased 
and 20 acres are used by special agreement. 
The Army leases and maintains the field, 
but any licensed pilot may use it under per- 
mission frora the commandant. 

Pitisburgh—Rodgers Field is located 
on land jointly owned by the city of Pitts- 
burgh and the county of Allegheny. The 
Army Air Corps leased it at one dollar per 
year for training purposes. It is open to 
the public, as ıt is a municipal airport, al- 
though commanded by an Army officer. 
Maintenance is by the city and county. 

Fort Worth.—The Fort Worth Airport 
is situated on land leased for four yéars 
with an option to purchase. Maintenance 
is by the city. 

City budgets run into many millions 
of dollars; these millions in turn are 
collected as taxes from the city’s com- 
mercial activities and wealth produced 
by them. Exceptional transportation 
facilities always balance the budget by 
rise of taxable values. Conversely, a 
city cannot sustain itself unless it keeps 
abreast of the times and grows in com- 
mercial importance with the years. 


American Air Transport 


By ArcurpaLp BLACK 
Air Transport Engineer and author of Transport Anation 


TE transport originated with the 
start of operations of the DELAG 
airship line, connecting several cities 
in Germeny from 1910 until the start 
of tke World War in 1914. These 
prom sing operations were suddenly 
termmated by the commandeering of 
the ear fleet for military purposes im- 
mediately upon the opening of hostili- 
ties, and this particular activity has 
not yet been resumed, mainly through 
the restrictions placed by the victori- 
ous allies upon German airship con- 
struction and only recently lifted. 
Whil2 the German operations formed 
the frst scheduled airline and the first 
application of airships, the earliest 
practical application of the airplane to 
civil transport took place with the 
origin of the United States Air Mail 
Serv:ce in May, 1918. Shortly after 
the close of the World War, numerous 
airplane services were started in all 
parts of the world, including the United 
States as well as foreign countries. 
Mos: foreign countries at once adopted 
a policy of subsidizing these services, 
a practice which has always created 
oppcsition in this country and which 
was consequently not adopted here. 
As a result of the different policies, 
foreign air services grew faster than 
our own for several years, but their 
grovth, being forced has been more 
artificial and perhaps less healthy. 


Taza AMERICAN PoLicY ON SUBSIDIES 


While foreign nations were content 
to take civil aeronautics as a suckling 
babe which required some consider- 
able nursing, we took the position that 
it must carry itself if it was going to 


stay. This made for more construc- 
tive and healthier growth, but it 
brought with it slower development, 
rather unpleasant growing pains, and 
forced many heroic operators to the 
wall through the slow growth of traffic. 
However, such operators as Aeroma- 
rine Airways did much to pave the way 
for the developments which are today 
following. The continued expansion 
of the United States Air Mail Service 
as a government operated route has 
seldom, if ever, been objected to, even 
though accompanied by a heavy de- 
ficit year after year. It was recog- 
nized that this service was greatly 
speeding up communication, and that 
it could do much to pave the way for 
private operations by developing air 
routes, creating a demand for air mail, 
and encouraging private operators to 
enter the field. The Service has always 
been accepted as a gigantic flying 
laboratory and it has fulfilled this 
task excellently. With the placing of 
scheduled night flying upon a practical 
basis a few years ago, it became recog- 
nized that we were approaching the 
time for gradual transfer of activities 
from the Post Office Department to 
private capital. 


DEVELOPMENTS OF 1926 AND 1927 


The passage of a federal law, per- 
mitting the Postmaster General to 
contract for carriage of mail by air at 
higher rates of postage, gave an added 
push to the natural course of develop- 
ment and spurred on several firms to 
enter the field. As a result, the year 
1926 saw tremendous development in” 
the operation of scheduled air trans- 
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port activities in the United States, 
the scale of operations towards the end 
of that summer exceeding those of any 
other country in the world. This 
complete reversal of the conditions of 
a few yeers previous is not fully appre- 
ciated even yet, as many of the opera- 
tors have confined their first activities 
to the carriage of mails, Those accus- 
tomed to judge air transport solely by 
the number of passenger carrying 
routes, most naturally failed to appre- 
ciate the magnitude of American 
operations when all of our mail routes 
are included. However, many of the 
operators who began by carrying only 
pail are now extending their services 
ta include packages and passengers 
also. ‘This spring National Air Trans- 
port Incorporated begins operation 
of the first express package airline 
operated under contract with the 
American Railway Express, the route 
running from New York, through 
Chicago, to Dallas, Texas, and serving 
not merely the towns actually on this 
line but many of those placed some 
distance to one side of it. 


EXTENSION OF PASSENGER SERVICES 
While only eight operators carried 
passengers last year, several others are 
planning to enter this field and the 
summer cf 1927 should see most of the 
contract airmail routes carrying passen- 
gers also. Last year the Philadelphia 
Rapid Transit Air Services carried 
8695 passengers over its Philadelphia- 
Washington-Norfolk route before the 
season closed. While this firm has 
witadrawn from the aviation field, the 
Philadelphia-Washington portion of 
its route will be included in the service 
to be operated from New York through 
tc Atlanta by Pitcairn Aviation Incor- 
porated, of Philadelphia. The Pit- 
caim firm recently obtained a mail 
“contract and is expected to begin opera- 
tions in the fall of the year. Colonial 


Air Transport, headed by General 
O’Ryan, and now operating between 
New York and Boston, plans to extend 
its lines westward and to include pas- 
sengers as well as mail and packages. 
The western leg of the Colonial lines 
is planned via Albany, Schenectady 
and Buffalo for the purpose of tapping 
the northern territory to advantage. 
Hence we are promised not merely one, 
but actually two routes between New 
York anc Chicago, for National Air 
Transport is to operate over the 
Government Air Mail route under its 
American Railway Express contract, 
as already mentioned, while the Colo- 
nial firm will either connect with the 
projected Stout Air Services extension 
or will cperate directly through to 
Chicago also. 


SCALE OF AMERICAN OPERATIONS 


The most striking feature of our 
American air routes is in their length, 
and many of the well-known foreign 
lines seem insignificant in comparison. 
Western Air Express, operating daily 
from Salt Lake City to Los Angeles, 
covers a 650-mile route; Pacific Air 
Transport with its service from Seattle 
to Los Argeles exlends almost the en- 
tire length of the Pacific Coast, its 
route totalling some 1121 miles; Na- 
tional Air Transport, with its New 
York line in operation, will be flying 
daily over a 1726-mile route. In such 
figures lies the explanation of our sud- 
den jump into leadership, as the logical 
measure cf operations must be based 
in some manner upon the mileage 
flown. While the most accurate basis 
of comparison would be that of pas- 
senger-miles and pound-miles, the kind 
of information usually available makes 
1t necessary to fall back upon the basis 
of airplare-miles flown. It may be 
news to some readers to learn that 
Edward Hubbard’s Seattle-Victoria pas- 
senger -and mail airline has been run- 
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ning regularly since October, 1920; that, 
Ryan Airlines have been operating a 
daily passenger air service between 
Los Angeles and San Diego for the last 
two years without even the aid of a 
mail contract; that Stout Air Services 
plan to extend their Detroit-Grand 
Rapids passenger and mail route from 
Detroit through to Buffalo this sum- 
mer, operating over Canadian terri- 
tory for part of the way. These are mere- 
ly typical of existing activities and of 
those which are now being put into effect. 


Costs 


Some reference to costs seems in 
keeping here as this question is so fre- 
quently raised. At present air trans- 
port costs are admittedly high and the 
man who uses this method must be 
willing to pay in some proportion to 
the edded speed which it makes avail- 
able to him. However, this is a con- 


dition which will gradually become 
modified as increased traffic brings 
down operating costs, for operating 
costs in air transport depend just as 
much upon the volume of traffic as they 
do with any other form of transport. 
Indeed, our present scale of operations 
in the air is so small compared with 
operations of railroads or steamships, 
that volume of traffic is by far the 
most important factor in determining 
costs. It is just this small volume of 
traffic, rather than inherent character- 
istics of aircraft, that make air trans- 
port costs high today. The remedy 
lies in greater use. When air trans- 
port becomes as commonly used as 
other forms of transport the cost of it 
will be comparable. Perhaps, at some 
distant date, it may even become. 
cheaper than many other forms of 
transport, but it is yet too early to 
make any promises of this kind. 


Aspects of Commercial Aviation in the U. S. A. 


By Groras B. Posr 
Lieutenant (J. G.), Naval Air Reserve 


O you believe that, within the 
next five years, a fair proportion 
, of the American traveling public will be 
`- willing to embark, without undue trepi- 
dation, in a comfortably heated and 
lighted airplane, that will leave New 
York each evening and arrive in 
Chicago in time for breakfast the fol- 
lowing morning? Probably you do not, 
and yet it is interesting to consider the 
proven facts which conservatively pre- 
dict it, for the searchlight of public 
interest is focused today on the era of 
commercial aviation, and this time the 
background to build upon is safely in 
hand. 


History AT A GLANCE 

Langley was ridiculed in September, 
1908, for the crash of his flying ms- 
chime which has since been proven to 
have been capable of flight. The 
whole world nodded and solemnly 
. agr2ed that man had never been meant 
to fly. People scorned him and he 
died a failure, only to be granted his 
wel -earned recognition in another dec- 
ade. 

Three months later, on December 
17, 1903, the Wright Brothers accom- 
plisned the first airplane flight, “and 
during the next few years one would 
hardly have considered. the morning 
paper complete, if announcement ol 
som=2 new airplane record had not been 
made, 

So had times changed! Perhaps 
there were now fifteen aviators and as 
©- many machines in the whole world, 
~and possibly half of them met with 
accident or death within a year, 
yet the Sunday supplement writer 
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could hardly be found who did not 
tell of the great new age already ar- 
rived, where all would fly and air- 
planes would alight in everyone’s 
yard. Flying, it was true, had come 
to stay, but commercial aviation, as 
we envision it now, was far from being 
accomplished, and the first burst of 
public enthusiasm was already passed 
and had changed to a skepticism and 
waning of general interest. 

Progress, however, was made during 
the next five’ years. Perhaps the 
world could now boast of three hun- 
dred pilots. Flying exhibits at county 
fairs were becoming common; airplane 
meets were always productive of rec- 
ords, and occasional cross-country 
flights of note were accomplished, but 
still the public utility of the airplane 
was gs visionary as ever, and flying, as 
a synonym for suicide, was quite gen- 
erally accepted! 

Then came the war, and airplanes 
and airships became the talk of the 
hour. Our Army and Navy looked on 
for three years without action, but in 
the next two expanded its force of 
pilots from a mere handful to over 
twenty thousand well-trained men. 
Fighting planes were soon flying one 
hundred and twenty miles per hour, 
and bombing planes that weighed 
four tons flew three hundred miles 
on carefully planned missions at 
night. 

Aviation in war time, however, is 
forced at best. New types of planes 
with hoped-for improvements arerushed 
to completion with barely a test, while 
the young and reckless types of men 
are chosen for pilots, and thoroughly 
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steeped in wine and reckless flying, 
on their way to the front. Such 
methods were needed to win, and 
under the stimulus came tremendous 
improvements in military types, and 
invaluable information on the whys 
and wherefores of flying. Probably 
commercial aviation was benefited by 
it. The war developed a manufactur- 
ing industry, and indicated the re- 
markable feats which were later to be 
sanely accomplished, but it marched 
along without regard for accident and 
human life, and paved the way for the 
period of comparative stagnation in 
the United States, which, with three 
or four shining exceptions, immediately 
followed. 

By 1920 everyone had heard about 
flying, and hundreds of war-trained 
pilots and aces bought war surplus 
planes as they happened to find them, 
and set out with war-time methods to 
give the public a ride. It was wonder- 
ful publicity for flying, for a first-class 
tragedy will never be barred from the 
press, and stunts and crashes with 
shoestring planes and ill-kept motors 
provided a generous allowance. The 
public soon felt they knew all about 
aviation and knew it first-hand, but the 
great majority knew full well that they 
never intended to fly! 

In the meantime air lines of substan- 
tial size and equipment had developed 
abroad, backed by generous subsidy and 
guided by government control. Safety 
was demanded from the start, with 
good equipment and strictly commer- 
cial pilots, and, after the usual mis- 
takes, the lines that had chosen the 
proper routes and were soundly man- 
aged were soon on a definitely estab- 
lished basis. ‘Their progress has been 
marked in the past few years, and 
their record of less casualties per pas- 
senger mile than the average American 
Railroad is well worth bearmg in 
mind. 


CoMMERCIAL AVIATION STRUGGLES 


In the United States, however, we 
continued to muddle through. No 
subsidies, of course, which was prob- 
ably wise, but no laws or control, no 
landing fields or charted air ways ex- 
cept where public-spirited citizens lent 
a hand, and nothing whatever to induce 
real capital and management to enter 
the field. 

Public opinion, of course, means 
everything in an enterprise of this sort, 
and a sincere effort at careful flying 
with good equipment was always faced 
by the menace of adverse publicity 
from the gypsy pilot with his gaudily 
painted and often deceitfully attrac- 
tive machine. Some of these itinerant 
flyers were the ablest the game has 
seen, but no examinations weeded the 
bad from the good; no inspectors 
went under the paint and varnish and 
condemned the planes that were struc- 
turally unsound, and the resulting 
crashes that so regularly occurred 
would inevitably shake the public’s 
faith in what might be the best run 
lines in the world. 

In spite of a condition which our 
government and the country as a. 
whole refused to seriously examine or 
attempt to adjust, a few individuals 
who saw the need were willing to carry 
on in the hope of future support. 
Inglis M. Uppercu was one of the first, 
and Sherman Fairchild another, while 
to Assistant Postmaster-General Otto 
A. Praeger belongs the credit for induc- 
ing the Post Office Department to 
experiment with airplanes for carrying 
the mail. 

Mr. Uppercu's Aeromarine Airways 
was the first, and for years the only 
consistently operated passenger air 
line in the United States using really 
first-class equipment. Twin-motored_ 
long-distance patrol planes of the fly- 
ing boat type were purchased from 
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surplus stock of the United States 
Navy, and converted at the Aero- 
marine Factory in Keyport, N. J., for 
passenger use. Each plane carried ten 
passengers, seated comfortably m an 
enclosed cabin, besides the crew of two, 
which consisted of a pilot and deck- 
hand mechanic. The planes could carry 
their passengers for a flight of two 
hundred miles at s speed of eighty miles 
per hour, and by 1922, eight of these 
planes were being used on a regularly 
scheduled service. Two trips daily 
were made between Key West, Fla., 
and Havana, Cuba, during the winter 
season; one and one-quarter pleasant 
hours by air, as compared with the 
eight-hour run which the cross-channel 
boats required! 

In the spring the fleet of planes were 
flown up the ccast to New York, 
where each ship was carefully re-con- 
ditioned and inspected before continu- 
ing its journey north-along the Hudson 
and St. Lawrence Rivers and the 
Great Lakes to Detroit. From June 
to October the Aeromarine fleet carried 
passengers and express on a twice daily 
ninety-minute run from Detroit to 
Cleveland, Ohio. It was an excellent 
service, intelligently and conservatively 
operated, and was the first outstanding 
example of what could really be accom- 
plished. 


AERIAL PHOTOGRAPHY 


In 1921 another phase of commercial 
aviation was put upon an operating 
basis. During the war the Fairchild 
Aerial Camera Corporation had devel- 
oped an excellent camera for airplane 
work, and the peace-time public quick- 
ly appreciated the value that aerial 
views possessed. City planning and 
the study of congested traffic points 
from aerial photographs was immedi- 
ately suggested anc successfully carried 


“out, for in this way a bird's-eye view 


of actual conditions could be presented 


in a manner which could not be ap- 
proached by any other means at hand. 
Aerial forestry surveys were accurately 
made within a fraction of the time and 
cost that was ordinarily required, and 
road and power line surveys were 
conducted with similar dispatch. 

The Feirchild Company rapidly de- 
veloped. Instead of hiring question- 
able planes from itinerant operators, 
they soon acquired their own fleet of 
special photographic machines, manned 
by skilled pilots who had been particu- 
larly trained in the work, and operated 
on an efficient basis. Their success 
lay primarily in the sound economics of 
their plan, for in spite of the fact that 
the publi: itself might fear to fly, it 
admired and had definite use for the 
pictures the pilots could place in its 
hands, and the business of airplane 
photography was definitely established. 


THE Post Orrick DEPARTMENT 

During this gloomy period while 
commercial aviation was struggling 
along without federal aid or control, 
the government itself, through its 
Post Office Department, must be given 
the credit for gradually constructing 
one of the most highly developed and 
efficient air lines the world has ever 
known. It commenced in the spring 
of 1918 with an unimpressive experi- 
mental air mail service between Wash- 
ington and New York, a route which is 
served by one of the best five-hour 
train services in the United States. 

Obviously, the remodeled war planes 
then in use had little advantage over 
the trains. in so short a route, when 
the handicaps of inaccessible out-of- 
town termmals were counted in. The 
Washingtcn run was soon discontin- 
ued, but it proved a start in paving the 
way for the wonderful system that has 
since been developed. Today the 
Post Offic: Department runs a daily 
mail each way between New York and 
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San Francisco in an average elapsed 
time of approximately thirty-one hours, 
flying day and night over mountains 
and lakes, through storms and fog, and 
completing an average of 95 per cent 
of its trips on schedule throughout 
the entire year! The route has been 
marked with flashing beacons and 
landing field lights for night flying 
from New York to Rock Springs, 
Wyo., since 1925. Each plane carries 
from five hundred to one thousand 
pounds of mail or parcels post at an 
average speed for the entire run of 
well over one hundred miles per hour, 
and at a cost of ten cents per one-half 
ounce wherever carried. It has cut 
in two the schedule of the fastest trans- 
continental trains. Contracts with 
civilian aircraft companies for connec- 
tions with cities to the north and south 
of the maim line run have recently been 
made and it is planned shortly to ex- 
tend the system in the hands of strictly 
commercial companies over the entire 
United States. 


AIRPLANE DUSTING IN ÍNsECT 
CONTROL 


Early im 1925, another direct and 
unusually spectacular contribution to 
commercial aviation took place in the 
United States, sponsored and directed 
by the writer and backed by the Huff 
Dalend Company, now known as the 
Keystone Aircraft Corporation of Bris- 
tol, Pa. The problem was that of 
using airplanes as a means of dusting 
poisonous insecticides on cotton and 
other plants for insect control, and 
seems to have had its earliest inception 
as far back as 1921 in the hands of the 
Army Air Service near Dayton, Ohio. 
Credit for the first serious contribution 
to the idea, however, is unquestionably 
due Dr. B. R. Coad, in charge of the 
Delta Laboratories of the United 
States Department of Agriculture at 
Tallulah, La., who commenced actual 


cotton dusting tests in 192%, with air- 
planes borrowed from the United 
States Army Air Service. 

A brief outline of the situation will 
give some idea of the possibilities in- 
volved. In the United States alone, it 
was estimated in 1924, that the boll 
weevil was destroying an average 
of $300,000,000 worth of cotton each 
year. A poisonous dust had already 
been developed by Dr. Coad in his 
laboratories, which had been proved 
capable of controlling the pest, but its 
effectiveness was directly proportional 
to the thoroughness and accurate tim- 
ing of the periods within which it was 
used, and it had been found that, in the 
hands of the usual unskilled laborer, it 
was of little or no avail. 

Here was a case where speed was of 
prime importance. Where success de- 
pended upon ability to dust at the 
proper time in spite of muddy fields or 
tall rank growths which rendered the 
ground equipment useless, and where 
one well-paid and intelligent pilot could 
do the work which seventy-five negroes 
with their mules and dusting machines 
could only haphazardly accomplish. 

Dr. Coad was the first to see it, and 
by 1924 had brought his tests to a 
point where he knew in a general way 
the types of planes, and the form of 
flying technique and equipment re-, 
quired. The writer first became in- 
terested in the problem through a visit 
to the laboratories the previous year, 
and by the summer of 1924 was pre- 
pared to approach the southern farmer 
on a strictly commercial basis. Two 
specially constructed Huff Daland 
Dusters were used in the work and, 
with the help and support of the United 
States Department of Agriculture and 
various state and civic organizations, 
a series of dusting demonstrations 
were given which drew the attendance 
of over 15,000 farmers from all parts” 
of the South. 
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Late that fall the first case of 
sientific airplane dusting under con- 
tract was accomplished under the 
writer's direction, near Greenville, 
Miss., and by the following spring the 
organization of the Huff Daland Dust- 
ers, Inc., of Monroe, La., had been 
completed, and sixteen specially built 
sirdlane dusters had been placed in the 
field. Last year over 80,000 acres of 
cotton were successfully protected by 
airplane from insect damage, at an 
expense to the farmer no greater than 
his own inadequate methods would 
have cost. Three hundred to one 
thousand acres per hour by airplane, 
as against thirty acres per day by 
grcund machines, dramatically told 
tae story, and it only required the de- 
velopment of a proper business or- 
ganization to plac2 the work on a pay- 
ing basis. 


Tae PIONEERS 


Before passing cn to the present era, 
it is necessary to mention one further 
division in the commercial field, made 
up of the small manufacturers of two- 
and three-seated machines, and the 
_ ‘lots who bought these machines and 
flew them about. They formed a 
weak and struggling group at the start, 
for with one or two exceptions the large 
manufacturers of military types held 
entirely aloof from commercial activity, 
in the face of the large quantities of 
war surplus planes which were dumped 
on the market at the close of the war. 
As early as 1920, however, a strictly 
commercial aircra‘t manufacturing in- 
dustry had come into existence, made 
up of a féw individuals who were will- 
ing to face the odds, and build planes 
for business or private use. 

Some of these newly built aircraft 
were worse than the obsolete training 
__ types they replaced, and high-pressure 
salesmen were frequently guilty of 
seling machines to youngsters who 


had been given a few hours’ instruction 
in flying :n new or war surplus planes, 
and who immediately went forth with 
a gilded diploma and the assurance 
that they could now earn their way in 
the passenger-carrying game. Acci-. 
dents from this source were probably 
the most numerous of all, and aircraft 
concerns zould be named by the score 
which appeared one year, and crashed 
with their planes before another rolled 


Fortunately for aviation, however, 
there were others who knew what it 
meant ard were able and. willing to 
play the game, and the companies 
these resl pioneers established, to- 
gether with the government manu- 
facturers who have recently entered 
the commercial field, comprise the 
nucleus which stands ready to carry on 
with the work which is now at hand. 


THe Present ERA 


So passed the years that followed 
the war. Loaded with every conceiv- 
able handicap, the commercial air- 
plane, by 1925, had nevertheless 
shown, here and there, what its worth 
might be, and the public was ready at 
last to seriously consider the facts and 
wonder what was the matter. The 
Army had just completed its globe-, 
girdling fight, and had sent a fighting 
plane from New York to San Francisco 
in a single day; while the airplane 
mail, now firmly established, was reach- 
ing the business man of the country 
and proving its inestimable value. 
Airplanes once more were holding the 
public's attention, and fired the imag- 
ination with the feats already accom- 
plished. More and more came the 
call for a definite policy for aeronautics 
and commercial flying, and in 1926 the 
issue was suddenly brought to a head 
in dramatic fashion. 

Colonel William Mitchell, formerly 
Assistant Chief of Air Service of the 
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United States Army, had made charges 
in a newspaper article, to the effect that 
our government’s air service was being 
criminally mismanaged, and the na- 
tional policy for aeronautics, if it could 
be said to exist, was desperately in 
need of a change! Fireworks naturally 
followed, and General Mitchell was 
virtually dimissed from the service, 
but not until the press had been filled 
for months with airplane facts and fig- 
ures, and public support of the need for 
drastic action was clearly established. 

President Coolidge, in 1926, named 
Dwight W. Morrow as chairman of a 
special investigating committee, while 
the senate had in the meantime ap- 
pointed a separate one of its own, and 
in each case the men who were actually 
flying and building airplanes were in- 
vited to speak their minds. A bitter 
controversy was inevitable, particular- 
ly on the military issue, where it cen- 
tered about Colonel Mitchell’s plan 
for a unified air service, as opposed to 
a separate Army and Navy control. 
Even todey it is difficult to express a 
fair opinion on the many points in- 
volved. Suffice to say, however, that 
the entire subject was thoroughly 
aired and intelligently studied, and 
that the long needed action was quickly 
taken. 

Assistant secretaries for aviation 
were appointed in the Departments of 
War, Navy, and Commerce, and the 
industry to a man approved the choices 
the President had made. From the 
military standpoint their duties were 
those of cotrdination between the 
two branches of the service, and be- 
tween the flying and non-flying groups 
in each department, and with the new 
building programs and subsequent 
appropriations which have recently 
been passed, it is felt that the proper 
development of our National Defense 
in the air is well under way. 

It was in the field of civil aviation, 


however, that the most revolutionary 
changes took place, when, on May 20, 
the Air Commerce Act of 1926 re- 
ceived the signature of President 
Coolidge! This act alone was unques- 
tionably the turning point for commer- 
cial aviation in the United States, and 
together with the Kelly Bill, or Air 
Mail Act, which was signed in Febru- 
ary of the preceding year, and the 
appropriations which placed funds at 
the Department of Commerce’s dis- 
posal, it paved the way for the un- 
precedented developments which are 
taking place today. 

Briefly stated, the Air Commerce 
Act provides for the examination and 
licensing of civilian pilots. It provides 
for the inspection and registration of 
aircraft used for commercial purposes, 
and the restriction in the use of air- 
craft which do not comply with the 
airworthiness specifications. It pro- 
vides for the development of airways, 
the selection and marking of airports 
and emergency fields, and the lighting 
of these routes for night flying The 
Kelly Bill, moreover, gave authority 
to the Postmaster-General to contract 
with commercial aircraft organizations . 
to carry the mail, and made it possible 
for the department to indicate that it 
would entirely step out of the field of 
airplane operation, as soon as the in- 
dustry had shown it was capable of tak- 
ing over the transcontinental route 
which it then controlled. 

Private capital was quick to grasp 
the significance of the change. In the 
contracts for air mail lines, lay definite 
business which the public had already 
shown it was ready to support, with 
the added inducement of passenger 
and express transportation as soon as 
developed. Lighting, charting, and 
preparation of airways was already, or 


was rapidly being accomplished, while 4 


the new laws gave ample protection for 
the use of first-class equipment and 
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the public good will which conserva- 
tive flying deveops. The air line 
problem could at last be placed on a 
business basis and in the light of these 
changes, it may ke well to review the 
fisld as a whole, a3 it exists today. 


CLASSES OF COMMERCIAL AVIATION 


For the purpose of comparison it 
may be convenient to divide commer- 
cial aviation into ~hree general classes, 
made up of the privately owned air- 
craft for business or pleasure use, the 
aircraft employed in taxi service and 
special industrial purposes, and the 
transport: planes which are operated 
ox a schedule basis. 

Class one conta.ns by far the great- 
eit number of civil aircraft in use in 
the United States today. It embraces 
the youngsters who have bought a new 
or war-time plane, and fly for the love 





of the game with the frequent hope of 
financial rewards in the future; the 
doctor, the salesman, and the business 
executive, particularly in the middle 
west, who have recently put the air- 
plane to more and more widespread 
use, and the man who owns a plane and 
who frequently employs a chauffeur 
for commuting and strictly pleasure 
purposes. The field can be compared 
to that of the passenger type of auto- 
mobile, and may be expected to follow, 
in general, along similar lines. . It was 
the first to be developed in this country, 
because individuals hére and there 
could be shown the benefits and induced 
to buy planes, at a time when the gen- 
eral public was unwilling to fly or in- 
vest in airplane projects, but it would 
seem that at least from the standpoint 
of capital invested, it will soon be 
passed by the other two classes. 
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Class two must obviously include the 
innumerable applications of commer- 
cial aircraft, exclusive of air line use 
and the privately owned machines, 
and the examples of agricultural dust- 
ing and photography which have al- 
ready been mentioned are typical of 
this type. Forest fire patrols, pros- 
pecting, and exploration would also 
be included, as well as the thousands 
of planes already in daily service, 
which are available for hire for special 
trips, a service which the Curtiss Ex- 
hibition Company, under the leader- 
ship of Casey Jones, has so admirably 
developed. Aerial taxicabs for quick 
runs between regular air line terminals 
and the outlying districts have their 
definite place in this field, and as the 
air lines themselves develop, they 
should rapidly be placed upon an 
organized basis. 

It is in class three, however, that the 
greatest development is expected dur- 
ing the next few years; a class which is 
made up of air transport lines carrying 
mail, passengers, and express, over 
organized routes, and directly com- 
parable to the railroad companies of 
today. It is the air line company 
which was given its chance, in the Air 
Commerce Act of 1926, and it is these 
organizations, which have already 
grown to surprising strength, which 
will show the public the benefits which 
travel by air provides. 

On February 15, 1926, the first air 
mail contract route was formally put 
in operation by the Airplane Division 
of the Ford Motor Company, with a 
daily service between Cleveland and 
Detroit, while on the same day an 
additional route was inaugurated be- 
tween Detroit and Chicago. On April 
1 the Florida Airways Corporation 
opened its 468-mile run from Miami 
to Jacksonville, Fla., which line has 
since been extended to Atlanta, Ga., 
while the routes from Chicago to St. 


Louis by Robertson Aircraft, Inc., 
from Elco, Nev., to Pasco, Wash., by 
Walter Varney, and from Salt Lake 
City, Utah, to Los Angeles, Calif., by 
Western Air Express, were all in daily 
operation before the close of the month. 

On May 12 the National Air Trans- 
port Incorporated opened its 987-mile 
run from Chicago to Dallas, Texas, 
with stops at Moline, Il., St. Joseph 
and Kansas City, Mo., Wichita, Kans., 
Okalahoma City, Okla., and Fort 
Worth, Texas; while on July 1 a route 
was opened by Colonial Air Transport 
Incorporated between New York City 
and Boston, Mass. Other runs, includ- 
ing a service between Seattle, Wash. 
and Los Angeles, Calif., are soon to be 
established, and before many years 
have passed they will be formed to- 
gether into a network of lines, which 
will cover the entire country from the 
Atlantic to the Pacific Coast. 

The majority of these companies are 
backed and managed by men of recog- 
nized financial and business ability. 
Real capital has entered the field; real 
equipment is being intelligently oper- 
ated, and there is every reason to be- 
lieve that within another five years it 
will be possible to travel by airplane at 
an average speed of well over one hun- 
dred miles per hour between any of the 
larger cities of the United States, fly- 
ing by day or by night, with the posi- 
tive assurance that no greater risk is 
involved than is found in the present- 
day travel by train. 

As a result of recent developments 
we understand that even the city of 
New York has deigned to raise its 
head from the muddle of subways and 
other political machinations, and has 
appointed a committee which is charged 
with the study of adequate air port 
facilities, and it is the writer’s opinion 
that the public, at last, is ready to fly, 
and that the era of commercial aviation - 
in the United States is really at hand. 
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Lighter-Than-Air Craft 


By P. W. LITCHFIELD 
President, Goodyear Tire and Rubber Company 


ENEWAL of activity by several 
nations in commercial transpor- 
tation by lighter-than-air craft which 
was interrupted in 1914, and of inter- 
est in this field, paralleling that in 
heavier-than-air, marks the beginning 
of the year 1927. 
While this country is somewhat be- 
hind as the year ovens, some interest- 
ing developments ere ahead. 


AIRPLANES AND AIRSHIPS 
DISTINGUISHED 


Perhaps we should make clear at the 
outset the distinction between the air- 
plane and the airship. The airplane 
remains aloft through the aerca-dy- 
namic forces created by the forward 
motion created by its motors, plus the 
lifting effect given by its tilting wings. 
Being heavier than air the airplane 
must remain at high speed and at once 
descends if its motors stop. 

The atrship is actually lighter than 
the air in which it ficats, its motors being 
used chiefly to carry it forward, and 
its rudders and control surfaces pri- 
marily to give it direction and sta- 
bility. If its motcrs fail, the lighter- 
than-air craft still remains in the air, 
and will be brough- down only by the 
gradual release of the lifting gas which 
it contains. | 

The principles behind the two types 
of aircraft are widely different; the 
two are not in competition with each 
other, the field of each is separate—and 
parallel. The airplane is faster, but is 
limited in carrying capacity and en- 
durance. The airship has a much 
greater cruising radius and carrying 
capacity, but somewhat less speed. 


never be used commercially for short- 
distance trips, but will act as a long- 
distance carrier, particularly between 
continents and over oceans, with the 
airplane furnishing the feeder lines co- 
ordinating with it. 

In the course of development over 
the past quarter century, both types 
of aircraft have had many setbacks, 
and this is one reason, perhaps the 
chief reason, why the airplane has gone 
ahead faster in commercial acceptance 
than the airship. 

Because of the lesser cost and the 
smaller crew, the accidents which have 
occurred in developing the airplane 
have attracted comparatively little at- 
tention; whereas disasters in the use 
of the airship, while few in number, 
have been more spectacular and more 
costly in loss of life and property, 
and so have served to create doubts 
and retard development. 

The situation is identical to that of 
the automobile and the ocean liner. 
Automobile accidents are of daily oc- 
currence, and the total casualties from 
this source run into the thousands 
every year. 

A person is safer on board an ocean 
liner than in an automobile, according 
to the statistics compiled by the in- 
surance companies, and it is a matter 
of popular knowledge that disasters to 
ocean-going ships are comparatively 
few in number. Yet an accident to a 
liner is a spectacular thing and its ef- 
fects are magnified in the public mind 
as contrasted to automobile accidents. 


Farre UNDAUNTED BY DISASTER 
There have been four conspicuous 


Because of its size, the airship will triumphs in lighter-than-air since the 
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war, which will be referred to later, but 
these have been minimized by four con- 
spicuous accidents in the same period. 
The English-built and operated ZR-11 
broke in two during a trial flight near 
Hull, England, due probably to insuf- 
ficient internal strength accentuated 
‘by incorrect operating; the Dirmude, 
German-built and French-operated, 
was lost in the Mediterranean due to 
getting too far away from its base with- 
out adequate weather information and 
with no alternate base to return to; 
the Italian-built and American-oper- 
ated Roma was forced down due to 
rudder failure, a mishap which would 


not have been serious had the ship not ' 


collided with a high tension wire and, 
being inflated with inflammable hydro- 
gen gas, caught fire and was destroyed; 
the American-built and operated Shen- 
andoah broke in two in a great storm. 

It is well to face these facts to deter- 
mine whether the causes of failure are 
inherent, or so likely to occur as to in- 
validate the value of the improvement, 
and if not, to learn how they can be 
minimized or eliminated. 

At least eight nations have indicated 
their belief that lighter-than-air craft 
have definite commercial and military 
possibilities. 

England, which began to build rigid 
airships during the World War and 
which used the small non-rigid blimps 
effectively in coast patrol and sub- 
marine spotting, is now enlarging its 
present fleet by two ships nearing 
completion, planning to use them on 
a route from England to Malta, to 
Egypt, to India, to Australia. These 
ships are to be of 5,000,000 cubic feet 
gas capacity (hydrogen), or twice the 
size of the Los Angeles. It is estimated 
they will cut down the distance from 
England to Egypt from six days to two 
and one-nalf; from England to Bombay 
from fifteen days to five; from England 
to Australia from twenty-eight days to 


eleven. These are matters of no small 
import to the Empire. 

United States, which began building 
and flying the small blimps during the 
war, built the Shenandoah in the gov- 
ernment hangar at Lakehurst, acquired 
the Los Angeles as a post-reparations 
ship from Germany, and had the RS-1, 
a semi-rigid or Italian-type ship, built 
by Goodyear. 

Italy has pinned its faith to the semi- 
rigid type, and is pursuing an active 
program of development. It was an 
Italian ship, the Norge, that made the 
first flight over the top of the world 
from Spitzbergen to Point Barrow. 

Spain, following the example of Eng- 
land in seeking to shorten the lines of 
communication with customer-nations, 
has voted a subsidy for a commercial 
company, which will operate three 
rigid ships of 5,000,000 cubic feet ca- 
pacity between Seville and Buenos 
Aires. One of these ships is scheduled 
for completion next year at the Zep- 
pelin Company’s hangars at Friedrich- 
shafen, Germany. 

Japan has bought a semi-rigid of the 
Norge type from Italy, and is now as- 
sembling it and has embitious plans 
ahead. 

Even Soviet Russia is manifesting 
an interest in airships. 


DEVELOPMENT IN GERMANY 


In the case of Germany it will be il- 
luminating to include here a brief 
sketch of the development of lighter- 
than-air, for it was in Germany that 
the rigid type originated, and that 
country has only recently been released 
from prohibitory rulings of the Inter- 
Allied Air Council and is now free to 


- resume the operations interrupted by 


the World War. 

Men had learned to ascend into the 
clouds by utilizing the lifting power of 
a gas that is lighter than air, as far back—~ 
as the French Revolution, and in our 
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American Civil War, Count Zeppelin, 
a young Germar. army officer on leave, 
joined the Union army and made flights 
in an anchored balloon to observe the 
enemy’s position and to direct artil- 
lery fire. 

It was obvious, that if a balloon 
could be built large enough to sup- 
port the weight of a motor and steering 
apparatus and he shaped to lessen air 
resistance, it would become dirigible, 
that is, subject to the direction of its 
pilot. 

Santos Dumoat, the brilliant young 
Brazilian, made spectacular flights 
with the early dirigibles at the begin- 
ning of the present century, and in va- 
rious countries men were experimenting 
with metal, fabric, motors, fuels, lifting 
gas. It was ony within the last quar- 
ter century, however, with the per- 
fecting of the internal combustion en- 
gine, that the pzoject began to become 
practicable. 

Count Zeppelin, who had dreamed 
cf conquering the air ever since he took 
those flights in Virginia in 1863, re- 
signed his commission in the German 
army in 1891 to dedicate the rest of his 
life to this purpose. 

In 1908, Zeppelin, then seventy 
vears old, stood discredited and the 
subject of ridicule. His third succes- 
sive ship had failed him. 

True, it had made a spectacular 
flight over the Swiss Alps to Lucerne 


and back, but at the moment of tri- ' 


umph some mechanical trouble oc- 
curred compelling a forced landing, 
and presently the ship was caught up 
in a storm, carried away and wrecked. 

The last of his personal fortune had 
gone into the skips. The grudging gov- 
ernment aid he had received was used 
up and no more forthcoming. But 
with indomitable courage the aged in- 
ventor appealea to the common people 
of Germany and within a few months 
there was raisel six million marks by 


public subscription. It was with this 
money that Zeppelin built the next 
ship which was the one to prove his 
contention. 

Thereafter the soundness of the Zep- 
pelin principle was conceded in Ger- 
many. By the time of the outbreak 
of the World War hangars had been 
established in several cities, passenger 
airships had carried more than 35,000 
passengers without accident or mishap, 
and Zeppelin was planning a line from 
Europe to America. 

It is probably too early yet to make 


fair appraisal of the usefulness of the 


Zeppelin ships during the war, or to 
speak with any finality of the military 
value of the rigid airship. But certain 
facts are available and recognition is 
growing among experts that whatever 
vulnerability the hydrogen airship of 
1914-1918 had, Zeppelin’s ships acted 
as the eyes of the German fleet, on 
more than one occasion saving a Ger- 
man fleet from being cut off by sur- 
prise attack; that through locating 
mine areas.and directing activities of 
mine sweepers they helped prevent the 
submarines being bottled up in their 
bases; that Zeppelin raids over England 
retarded the manufacture and ship- 
ment of war material; and that the 
threat of such raids held in England for 
tome defense, a million of men and 
thousands of guns which otherwise 
right have turned the tide in France. 

After the war the Zeppelin Company 
built a small passenger airship, the 
‘Bodensee, which made ninety-eight 
flights in nmety-one days’ operation, 
cperating on a regular schedule be- 
tween Friedrichshafen on the Swiss 
border and Berlin, and on two occa- 
sions flying up into Sweden. It was 
just completing a second ship, the 
Nordstern, when the allies shut off fur- 
ther operations. 

Most of the military airships at the 
end of the war had been destroyed by 
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their crews to prevent their falling into 
the hands of the allies, but the Diz- 
mude, which was just being completed, 
was finished and turned over to France, 
the Bodensee and Nordstern given to 
France and Italy, and the Los Angeles 
was authorized some time later for the 
United States. 

Realization of the airship possibili- 
ties as demonstrated in Germany is 
one of the factors that has spurred 
other nations on to take up their devel- 
opment. 

The airship can fly faster and farther 
than any large craft. It can carry lar- 
ger loads than any fast vehicle. It is 
independent of land and water, moun- 
tains and oceans. Airships have three 
times crossed the Atlantic. 


Conspicuous TrIUMPHS 


Indeed there are six flights that 
stand out, not only as epochal in the 
development of airship operations but 
as definitely indicating the potentiali- 
ties ahead. 

In Novernber, 1917, the L-59 flew 
from Jambo], Bulgaria, to German 
East Africa and back on a 4225-mile, 
non-stop flight, occupying a little less 
than four days, carrying munitions and 
medicine for beleaguered colonial 
troops, bemg called back before 
reaching its destination by a radio 
message that the German force had 
surrendered. 


In 1922 the British R-24 flew across’ 


the Atlantic to Mitchel Field, Long 
Island, refueled, and returned. 

In 1923 the Dizmude made a four- 
day flight and return over the Mediter- 
ranean and North Africa. 

In 1924 tke U.S. S. Shenandoah flew 
8000 miles around the rim of the Amer- 
ican continent. 

In the same year, 1924, the Los 
Angeles made a 5100-mile flight from 
central Eurcpe to Lakehurst, N. J. 

And in 1926 came the epochal four- 


leg flight of the semi-rigid Norge from 
Rome, Italy, to Point Barrow, Alaska, 
with stops at Pulham, England; Oslo, 
Norway; Spitzbergen, then over the 
North Pole, covering 6820 miles. 


DIFFICULTIES AND DANGERS 


With this background we are ready 
to consider now what difficulties and 
dangers the airship has to face and to 
inquire what steps have been made to 
alleviate them. 

The first of these is the weather. 
Snow and ice have little effect. The 
doped metalized cover of the Zeppelin- 
type airship sheds water, and snow 
blows off as the ship is in flight; or, if 
moored to the mast and becoming 
heavy, can take off and in a short flight 
remove the accumulation. 

The lighining danger is practically 
non-existent. Zeppelin ships have 
been struck with lightning again and 
again without any more damage than 
a pinhole where the bolt hit, the metal 
framework of the ship acting as a “Far- 
aday Cage” in which the charge is dis- 
sipated and escapes without harm. 

Danger from storms is a real one, but 
this danger, too, can be held at a mini- 
mum. Storms travel in easily observ- 
able paths and with a concentric mo- 
tion. Having adequate information 
as to their course, the airship pilot does 
not run away from storms but steers 
for and utilizes them, just as Dr. Hugo 
Eckener in bringing the Los Angeles to 
America turned abruptly northwest 
near the Azores, sailed one thousand 
miles on that course till he caught the 
outer edge of a storm and swung down 
past Newfoundland and the Grand 
Banks with the stcrm at his back, fly- 
ing ninety miles an hour with its mo- 
tors idling. 

The fire hazard came largely from 
the presence in the early ships of a gas- 


oline-driven motor and hydrogen gas. — 


Considerable progress in lessening this 
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risk was made even before the war 
through better construction and design 
and personnel control. However, with 
helium gas, of which America has a mo- 
nopoly, the fire hazard is practically 
ncn-existent. Had the Homa been in- 
flated with helium it is quite unlikely 
that any casualties would have re- 
sulted from the ship striking the ground, 
and it was due to the fact of helium 
that the only casualties in the Skenan- 
doah accident were the men in the con- 
trol car and one engine car which fell 
free of the ship. 

Incidentally tae Shenandoah con- 
struction followed the earlier-type 
German ships in having the control 
car suspended from the ship rather 
than built into -t, as is the case in 
the Los Angeles. This suspended con- 
struction represented the effort of early 
German designers to further minimize 
the fire hazard due to their being 
forced to use hydrogen. With built-in 
cars on the Shenandoah there would 
probably have been no lives lost. 

On the matter of engineering fail- 
ures or faulty corstruction this should 
prove no insuperableobstacle, but rather 
act as a challenge to the engineering 
genius of America. 


DEVELOPMENTS 4ND IMPROVEMENTS 


Airship construction involves the 
services of the ckemist, the metallur- 
gist, the motor builder, the fabric ex- 
pert, the designer. It calls for calcu- 
lation of stresses similar to those used 
in bridge construction but more intri- 
cate and complicated. The problem of 
the airship designer is to build a ship as 
large as an ocean steamer and yet having 
the weight of a small channel schooner. 

The Los Angeles is 656 feet long as 
against the 900 feet of length of the 
Leviathan, but wh-le the Leviathan has 
a displacement of 60,000 tons, the Los 


~ Angeles with the maximum lift and 


load weighs less than 90 tons. 


It was the invention of the internal 
combustion gasoline motor plus the 
development a few years later of the 
strong, ght metal, duralumin, that 
made the airship practicable as a com- 


‘mercial carrier, but this problem of 


weight and strength and the further 

problem of balance, of adjusting the 

load in framework, fuel, and materials 
that is always before the airship de- 
signer. 

A grest deal of progress was made 
during the war. The speed of airships 
increased from fifty-five miles to eighty 
miles. The altitude at which they 
could fly increased from 5000 feet to 
25,000 feet and higher. The carrying 
capacity and cruising radius was more 
than dou led. 

The 6,500,000 cubic foot ship author- 
ized by zhe last Congress as replace- 
ment to the Shenandoah should be able. 
to fly 50C0 to 8000 miles with full load 
without refueling. 

The modern airship would utilize 
the accumulated factors of strength 
and proved construction developed in 
twenty-five years of rigid ship building 
and operating. 

These three are probably the most 
importan: : 

1. The multiple-cover system. One 
light thin cover whose sole func- 
tion is to hold the lifting gas; a 
fireproof and waterproof outer 
cover to form a fair surface; and a 
stress-taking metal framework 
between the two. This arrange- 
men: of dividing the functions has 
the advantage that in case of 
damage one structural part may 
temporarily take care of the func- 
tions of the other. 

2. The rnultiple-cell system for con- 
taining the lifting gas which per- 
mits, like the bulkhead system of 
the steamship, the damage or 
complete deflation of :two or 
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more cells without danger to the 

shap. 

' 3. The accessibility of the interior of 
the ship to inspection and repair 
even in flight. 

Ther2 have been important improve- 
ments m design. The built-in control 
car feature utilized in the Los Angeles 
has already been cited; a military air- 
ship wil have its engine cars as well en- 
closed within the hull of the ship, with 
only ¡he propellers projecting on out- 
riggers, thus reducing the air resistance 
and increasing the speed and efficiency. 
An airship built now would also have 
tilting propellers turning in a ninety- 
degree arc to help force the ship 
upward or downward as desired. 

The perfecting of the mooring mast 
largely removes the difficulty of taking 
a ship in and out of the hangar 
in a ccoss-hangar wind. Now a ship 
can tie up to the mast and wait till con- 
ditions are favorable. 

In fact, in commercial airship opera- 
tions zhe ship could operate largely 
from mooring mast to mooring mast, 
using the hangar only as a surface ship 
uses the crydock, or the railroad uses 
the repair shops, that is for overhaul, 
inspeczion, and repair. Passengers 
-and fraight would be taken to the top 
of the mcoring ‘mast in elevators and 
embark directly into the nose of the 
ship. Refueling and even regassing 
can be carried on at the mast. 

The latest and most important im- 
provement in airship design is the sub- 
stitution of a triple keel for the former 
single keel, giving great Increase in 
longitudinal strength, similar to the 
effect of the breaking strength of three 
lead pencils tied together as against 
three single pencils. Associated with 
this is a new type of transverse girder 
so sturdily built that each section 1s 
self-sustaining, so that the failure of 
one portion of the ship would not en- 
danzer the ship as a whole. 


AMERICA’S ADVANTAGES AND 
DISADVANTAGES 


In the race among the various na- 
tions for airship supremacy, what are 
America’s advantages and disadvan- 
tages? 

The first advantage is the exclusive 
possession of the non-inflammable he- 
lium gas. Helium is more expensive 
than hydrogen and has somewhat less 
lift, so that for operating purposes the 
6,500,000 cubic feet ship authorized by 
the last Congress will be relatively 
comparable with the 5,000,000 hydro- 
gen ships being built by Great Britain. 

It is entirely within the realm of 
probability that the present defenses 
against fire hazard will be sufficiently 
extended shortly so that hydrogen 
ships will eventually again be used in 
this country, first for freight and ex- 
press, and later for all commercial op- 
erations, with helium reserved for mil- 
itary use. 

However, helium would probably be 
used at the outset in commercial opera- 
tions as the supply is abundant, and an 
increase in production would still fur- 
ther lower helium costs. 

The inflammability of hydrogen 
probably will restrict the field of the 
military airship so inflated, to long- 
distance reconnaissance with the fleet, 
rather than making it an offensive 
weapon. Because of its speed and 
cruising radius it has been estimated 
that for this purpose a single airship 
can take the place of three surface 
cruisers, permitting navies to concen- 
trate more money, metal, and men in 
strictly fighting units. 

Plans for military ee contem- 
plate carrying machine guns mounted 
on top; in the- engine cars, in the nose 
and tail, for defense against airplane 
attacks, and also for the carrying of 
three or more fighting planes inside the” 
ship. These can be released and give 
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battle in a case of unexpected attack, 
returning afterwards to the airship. 

The airship’s ability to ascend faster 
than most airplanes to which it would 
be opposed, the steadiness of its gun 
fire as against the fast moving airplane, 
its ability to lose itself in the clouds, 
further reduces the vulnerability of the 
helium-filed airship as a fighting 
weapon. 

A second advantage is the mechani- 
cal-mindedness and engineering genius 
in this country. American motors, 
fabric and dura_umin need not take 
second place to tLose of any other coun- 
try in the world. 

We must, hcwever, reckon with 
the fact that construction costs in the 
United States will be higher, due to the 
fact that the airship is produced in 
small quantities, one or two at a time 
at the most for some time, preventing 
America from capitalizing its facilities 
for mass product.on, which have equal- 
ized costs in production of automobiles, 
airplanes, and other articles. 

Airship construction abroad with 
lower priced labor will undoubtedly 
start off with smaller overhead. And 
operating costs, using helium, will be 
higher than for hydrogen ships. 

If the airship, however, can cut in 
two or even recuce by sixty-five per 
cent the time now consumed by sur- 
fece ships im Journeys between conti- 
nents, and is tc become a factor in 
passenger, express, and mail carrying 
in the future, the matter of equaliz- 
ing these construction and operating 
costs becomes a national question 
comparable to that of the merchant 
marine. * 

Several solut.ons have been sug- 
gested, all of them involving legislation. 
One of the mos, interesting is that of 
providing, in case of international traf- 


fic by airship between this country and 
another country, that at least half the 
trafic must be carried in American- 
built and owned craft. 

The third factor in the coming inter- 
national airship race is the fact that in 
addition to American industrial power 
and capacity, and the specialized ex- 
perience and capacity of American en- 
gineers in the government service and 
in industry, we have in this country the 
best talent from the Zeppelin organi- 
zation. 

About the time the Los Angeles was 
delivered to the United States Navy by 
its constructors at Friedrichshafen, the 
Goodyear Tire & Rubber Company, 
the largest airship builders in America, 
having constructed some one hundred 
non-rigid dirigible ships of various 
types, took over the American rights 
from the Zeppelin Company and em- 
ployed Dr. Karl Arnstein, chief engi- 
neer of the Zeppelin corporation and 
the man responsible for building the 
last seventy Zeppelin ships. 

Dr. Arnstein has been engaged for 
the last two years, with his staff of a 
dozen experts, in working out designs 
for improved American ships based on 
his experience in Europe. Since air- 
ship building is a highly specialized art, 
this fact is of unusual significance. 

At the present time it is the consen- 
sus of experts that Europe now definitely 
holds the lead in airship develop- 
ment, with British and German- 
Spanish ships scheduled to take the air 
next year, but the interest shown by 
the last Congress indicates a definite 
revival of interest and a determination 
on the part of this government not to 
lag behind, or to accept the Shenandoah 
disaster as anything other than a chal- 
lenge to American engineering and op- 
erating genius. 


Aerial Globe Trotting 


By CAPTAIN Leigh WADE 
Member United States Air Service and Round-the-World Flyer 


HORTLY after the World War was 
over, Many aviators turned their 
though-s towards the practical use of 
aircraft, and many of them were in the 
United States Army Air Service. Be- 
lieving it possible to circumnavigate 
the glooe by an air route, these men 
began studying the problem, gathering 
all date, maps, and information they 
could secure, to await the opportune 
time to prave to the world that such a 
feat was possible. 


“HE PRELIMINARY WORK 


The >esult was that in 1928 a com- 
mittee was appointed to select a route 
and an airplane with a performance 
and strength to withstand the herd 
usage iz would be exposed to. This 
being accomplished, the personnel to 
make the fiight was selected, and per- 
mission was granted by the War De- 
partment in December, 1923, for the 
demonsiration. 

Before we start the trip, let us find 
out abcut its organization, or the ad- 
vance >reparations. The route was 
selected and divided into six parts or 
divisicns. An experienced flying off- 
cer was put in charge of each to select 
the landing places, distribute the sup- 
plies, arrange for an interpreter, if nec- 
essary, billeting, etc. These men are 
mentiored particularly because of their 
part in the success of the flight, and the 
desire of the members of the flight to 
have everybody know of our appre- 
ciation tor their work even though they 
have not been mentioned publicly. 

We had new engines, spare parts and 
tools cistributed so well over our route 
that we could make any repairs or ad- 
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justments necessary. All boxes were 
packed the same whether in Alaska, 
India, or Greenland. We could find 
anything in the dark, if necessary. 
The wood used in crating the supplies 
was of spruce, the principal wood used 
in wooden airplane construction, so 
that when we needed repairs to wooden 
parts all we had to do was to take a 
piece from one of the crates. 

When the preliminary work was well 
underway, the personnel selected to do 
the flying was ordered to Langley 
Field for a brief course to familiarize 
ourselves with the type of plane to be 
used, meteorology, and navigation; 
then to Santa Monica, California, to 
supervise the final construction of the 
planes to be used. 


Tue Start-Orr 


Now you may ride in the planes 
with us on a trip around the world. 
On March 17, 1924, we left Clover 
Field, Santa Monica, for Seattle, Wash- 
ington. This part of the trip was to 
fully test out our planes in order to as- 
sure ourselves that nothing had been 
overlooked. The planes were flown 
over land as land vlanes. 

At Sandpoint Flying Field, Seattle, 
the wheels were taken off and pontoons 
put on to fly to Calcutta, India, as sea- ` 
planes. In addition, we checked over 
our craft very carefully, and arranged 
all the equipment to be carried. Our 
personal luggage did not exceed fifteen 
pounds per person. 

On April 6, we departed for Prince 
Rupert, British Columbia, following 
the inland passages most of the way.” 
Only a short distance out, we came into 
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low clouds, thence to fog, snow, rain 
and frequently strong winds. On ar- 
rival at Prince Rupert, it was snowing 
heavily and Major Martin damaged 
his plane on landing. Necessary re- 
pairs were made while waiting for the 
weather to clear. 

Leaving here, we entered into the 
hardest part of our journey, because of 
the meteorologica. conditions to be en- 
countered. The weather was colder 
also, which mad= our work on the 
planes more difficult. 


EXPERIENCES ENCOUNTERED 


At Sitka, Alaska, a storm came in on 
the open side of the harbor, which 
lasted for two days, The first day, 
three of the planes dragged anchcr and 
were in danger of colliding before we 
could reach them. We worked from 
noon until late ir. the evening before 
they were made fast to adequate an- 
chors. The second day, one of the 
planes broke loose from its mooring. 
Luckily one member of the flight was 
aboard who saved the day for all of us. 
The others were rushing about trying 
to secure boats to go to the rescue, or 
were wading out ir the water to try and 
hold the plane from being dashed to 
pieces on the rocks, for each swell was 
bringing it nearer and nearer to danger. 
Just as it was on the crest of a swell, 
ready to hit the rocks on the next, he 
managed to get the engine started and 
pulled the plane o1t of danger. 

The next day we passed by the gla- 
cial region but were denied the bezuti- 
ful scenery by a blinding blizzard. It 
was Just like flying at night; we broke 
formation, every plane for itself. For- 
tunately, however. it ended just south 
of the entrance ta the harbor at Cor- 
dova. Had the shore line not been 
straight, we would have piled up on 
the rocks, or agairst any projection or 
“island, as we were following the shore 
Ime very closely. It was a great relief 


to arrive at Seward in Resurrection 
Bay. ° 

It was on our departure from Se- 
ward, shortly after passing Kodiak Is- 
land, that Major Martin had his second 
mishap, being forced down near the 
Indian village of Kanatak on the main- 
land. The rest of the flight rushed 
with engines wide open to Chignik Bay 
to radio for help. He was picked up 
the following morning by a Navy de- 
stroyer, and a new engine was ordered 
from Dutch Harbor. While the Ma- 
jor was awaiting his new engine, we 
flew on to Dutch Harbor because 
of the danger the planes were exposed 
to by probable storms at Chignik 
Bay. 

On attempting to rejoin the flight, 
Major Martin crashed into the side of 
a mountain, completely demolishing 
his plane, but fortunately not injuring 
either himself or Sergeant Harvey, his 
assistant and mechanician. After 
struggling over the mountains, facmg 
snow blindness, living on meagre - 
emergency rations and wild game for 
ten days they arrived at Port Moller 
on the Bering Sea side of the peninsula. 
Here a boat picked them up and they 
returned to the States. 

During this interval of nearly two ' 
weeks, we beached our planes to per- 
mit the pontoons to dry out and made 
any necessary repairs and adjustments 
to our engines and planes. Then we 
received orders from Washington to 
proceed with Lieutenant Lowell Smith 
in command of the flight. 


TEHE ALEUTIAN ISLANDS 


Through the Aleutian Islands we had 
many things to worry us, such as sud- 
den changes in weather, usually from 
bad to worse, and peculiar winds called 
by the natives “woole wahs.” From 
a perfect calm, a “woolie” would sweep 
down, often sweeping everything in 
front of it. The islands are sparsely 
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inhabited, in most cases of volcanic 
origin, ana without any trees. 

Flying along four or five hundred 
miles, far from civilization, without 
seeing a human being, only occasionally 
a few birds, a seal, or whales, makes one 
lonely. Now and then we would close 
in our formation for companionship, 
sometimes with the wing tips almost 
touching. I can remember as if only 
yesterday the whole group flying along 
—Lieutenant Smith leading with the 
Chicago; Lieutenant Leslie P. Arnold 
in the rear cockpit; the New Orleans on 
the Chicago's left, commanded by 
Lieutenant Eric Nelson, and, “Smiling 
Jack” Harding giving the rest of us all 
of his smiles; Henry H. Ogden of Mtis- 
sissuppt with me, wishing for the 
warmth of our Sunny South. We con- 
versed by hand signals, which we 
called the “rabbi code.” 

Many times when we preparec to 
leave on a leg of our journey, a stiff 
breeze would be blowing, necessitating 
one member of each crew lying flat on 
the pontoon to free us from the moor- 
ing. In doing so wewould get the spray 
from waves breaking on the pontoons. 
Then we would hop in and fly several 
hundred miles, our flying garments 
` freezing with a coat of ice, which served 
to keep the heat in next our bodies. 


LIVING ACCOMMODATIONS 


Our living accommodations in many 
instances were of considerable contrast 
to those afforded by our American 
homes or hotels. We quartered our- 
selves in traders stores, salmon cannery 
bunk houses, or on boats with bunks 
just wide enough so that we had to 
sleep in one position and which were 
not long enough to stretch out in. Now 
it seems like a hard life, but, at the 
time, it all was as comfortable as one 
could wish for. 

We enjoyed all of it, and many armus- 
ing incidents happened. In.one place 


a fisherman, Jack Toner, had a house- 
boat which was a saviour to us. Work- 
ing in the open and becoming cold, 
we would call on him to get warm. 
When we departed he asked us to 
write our names on his front door, 
which he carefully varnished over to 
preserve. Later, on his return from 
a fishing trip, he found that someone 
had stolen his front door for a sou- 
venir. 

At one place, living in a bunk house 
with some fishermen, was a man with 
a long beard who was heralded as a 
bear hunter of merit. One's hair 
would stand on end to listen to him 
relate one experience after another. 
On one occasion, while on the beach 
without any weapons of defense, a huge 
Kodiak bear surprised him. Dashing 
madly down the beach, not knowing 
where or how he was going to escape, 
a large tree loomed in view. ‘This tree 
had but one limb which was twenty 
feet from the ground. Just as he 
neared the tree and the bear was ready 
to strike him down, he gave one tre- 
mendous leap. All excited, one mem- 
ber inquired, “Did you make it?” The 
old man replied in a nonchalant man- 
ner, “Missed it on the way up, but 
caught it on the way down.” 

In the attic of a trader’s store, living 
on everything that ever grew in a tin 
can, the chief of the Aleutian tribe kept 
some chickens. One of our members 
with an ingenious mind fixed the engine 
of his motor boat, the only one on the 
island. Having bargained with him 
for two chickens for making the neces- 
sary repairs, we enjoyed a delicious 
dinner, cooked by ourselves. 

At another island we found a popu- 
lation of twenty-six, all the men being 
absent on fox islands, with the excep- 
tion of one, “Mike,” their chief. 
“Mike” was very ambitious and many 
times brought us fish which we cer: 
tainly enjoyed. 


a 
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CONTINUING THE FLIGHT Across 
THE PACIFIC 


We had a great problem to complete 
our flight from Aztu Island across the 
Pacific. The weather never seemed to 
clear on both ends, that is, at Shimshu 
of the Kurile group, Japanese territory, 
and Attu Island. Finally we selected 
a Cay, but very shortly on our way we 
encountered a terrific storm. In at- 
tempting to detour around it, we used 
up our fuel and were forced to take 
refuge in Soviet territory, on Bering 
Island of the Komandorski Islands. 

Foreseeing such an event, we had 
sent a boat of the Bureau of Fisheries 
ahead, taking position just off shore. 
When they saw us coming in they 
dashed in and dropped moorings to 
which we made fast overnight. We 
received a call from the Soviet Gov- 
ernor General of the Islands on board 
the boat. Our relations were most 
amiable but he regretted he could 
not invite us astore. Leaving early 
the next morning, we completed our 
Pacific flight upon arrival in Japanese 
territory. 

Passing along the Kamshatka pen- 
insula we encountered a very bad 
storm, which lasted for two days. Af- 
ter leaving our planes to go aboard the 
U. S. destroyer Ford, which with two 
Japanese destroyers was waiting for 
us with supplies, we were unable to 
get near our craft until the following 
afternoon after the storm calmed down, 
Then we found the moorings had chafed 
through and only an emergency rope 
was holding the planes to the moorings. 

By two in the morning we had re- 
filled and were on our way to Yetorfu 
Island. Such a journey! Ducking 
from one island to another in fog most 
of the journey; the only relief was in 
seeing a few birds taking to the air or 
sea lions rolling cff the jagged rocks 
into the water as we passed an island, 


It seemed like heaven to land at 
Lake Hittakappu on Yetorfu Island 
and find green grass, trees, and a large 
crowd of Japanese in their highly col- 
ored costumes. Among them was a 
group of schoo] children who had hiked 
overland for three successive days to 
be there on our arrival. 


In JAPAN 


We arrived at Lake Kasumigauru, 
just outside of Tokyo, ten days after 
the Japanese exclusion act was passed 
at home. We were thirty-one days 
behind schedule and had lots of work 
to do on our planes, such as changing 
engines, pontoons, etc. We found the 
Japanese had planned a two-weeks’ 
welcome for us. Ambassador Woods 
arranged a condensed schedule, so we 
left our work and went on a two-day 
reception, and as warm and sincere a 
reception as anyone could hope for. 
Our only complaint was that there 
were so many meals in one day and 
that we were not able to eat all the 
delicious food. 

They extended every means possible 
to make our journey successful and 
enjoyable all through Japan. When 
we arrived at Kogoshima, the last stop 
in Japanese territory, late one after- 
noon, we received a surprise and thrill. 
It seemed as though all of Japan was 
gathered on the beach to welcome us 
at sunset; and a band from our Navy 
played our national anthem, while 
about fifteen thousand school children 
sang in our own language. 


4 


TRAVELING Tarovan CHINA 


Our next flight was across the Yellow 
Sea to Shanghai. It was the first per- 
fect flymg day since we started. We 
were greeted by a great mass of people, 
and were given a magnificent reception 
in the evening. 

Then and there we decided that we 
must have relays for receptions. We 
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had orly our heavy uniforms and we 
were in the tropics. So afterwards 
we toox turns in borrowing a light suit 
from scmeone aboard a boat and going 
to the receptions. 

The method used in propelling boats 
worried us. In sculling a boat by a 
long oer around our pontoons, the sides 
of whizh were made of a thin veneer, 
we feared a puncture and delay. As 
it was we had difficulty enough arising 
from ¿he water with heavy loads. 
Therefore, all through the tropics, we 
sent a boat on ahead with fuel aboard 
so we could land alongside or near it, 
to take on the needed supplies. 

Leaving Shanghai, we followed the 
coast Hne to Amoy, and on to Hong- 
kong. It was amusing to see the na- 
tive fishing boats away out to ‘sea, 
propeLed only by man power. Some- 
times we came so néar them that they 
scrambled all over the boats in fright. 

From Hongkong to Hoiphong, French 
Indo China, we passed over a group 
of islends that rival, if not surpass, 
our Thousand! Islands jin beauty. 
Some were mere rocks of varied colors, 
while others were covered with a jungle 
forest. We were pleased to have clear 
weather for a fog or storm undoubtedly 
would have meant disaster as the 
Islands were so close together and 
numerous. 

On the next leg of our journey one 
of the planes was forced down m a 
lagoor near the shore just east of Hué. 
The o:hers landed. A new engine was 
necessary, so on we went to Touraine to 
order a new one from Saigon. While 
the new engine was en route, the dis- 
abled plane was towed up the river to 
Hué by native sampans, a subchief 
in each beating a tom-tom for cadence 
while their families and hundreds of 
natives trailed behind in boats. The 
new engine was trucked over a jungle 
trail et night to Touraine, was in the 


plane running in just seventy hours 
from the forced landing, and on its 
way to Touraine to join the other two 
planes. The rapidity with which the 
repairs were made is explanatory of 
the work of the organization which 
planned our trip. 


Over tama MALAY PENINSULA 


Thence on to Saigon and to Siam, 
landing in the river at Bangkok. 
Thinking we were going to be with 
them for some time, the natives were 
surprised when informed we were stop- 
ping only for one day. However, they 
wanted to pay a proper tribute and on 
the eve before cur departure invited 
us to a beheading of two prisoners. 
We certainly appreciated that hospi- 
tality. : 

Our next flight took us directly over 
the Malay peninsula to Burma. It 
was all very wild country, parts of 
which were inhebited by an ancient 
race of pigmies, who still hunt with 
blowpipe and poisoned dart. On ar- 
rival at Burma we found a storm from 
the Bay of Bengal had blown in and 
clouds covered the mountain tops. 
We had a great time picking our way 
through. One plane was caught in a 
down current of air and barely escaped 
crashing in the jungle. It ramed until 
we got to Rangoon, where we remained 
several days because of repairs to one 
of the planes, damaged by a native 
junk boat during the night. 

We flew through rain most of the 
remainder of the way to Calcutta, via 
Akyab and Chittagong. At Calcutta 
we changed engines and put wheels 
on in place of pontoons to fly overland 
to England. Asa rainy season was due, 
we shipped our engines by rail to Kara- 
chi and worked night and day in order 
to depart as soon as possible. We took 
off from Maidan Park, in the center, 
of the city, on July first. 
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THE JOURNEY Across INDIA 


Qur journey across India took us to 
Allahabad, past zhe beautiful city of 
Delhi, on to Ambala; thence across 
the Sind Desert, where we encountered 
a sand storm for nearly five hours be- 
fore our arrival al Multan. We were 
coated inside and out with sand. The 
keat was terrific. We were told it was 
one hundred and twenty-eight degrees 
on our arrival, which we had no cause 
to doubt. 

July fourth, ea route to Karachi, 
' the New Orleans had engine trouble 
eighty-five miles out, due to a valve 
breaking. Lieutenant Nelson demon- 
strated his skill as he nursed it on in 
to the airdrome. Here we put in our 
pew engines and left India behind as 
we carried on along the Persian Gull, 
at times passing over saw-toothed 
mountains which were:so barren that 
I doubt if even cactus could grow. 
We stopped at Cha Bar, Bandar Abbas, 
Eushire, thence over Basra and on to 
Bagdad. 

We were so anxious to leave the 
tropics and get hame that even though 
we were near some of the wonders of 
tae world, we did not deviate from our 
course, only stopping overnight at the 
Eoyal Flying Corps Airdrome near 
Eagdad and thence on to Allepo, Syria. 


In ConsrANTINOPLE 


Our next flight was exciting as we 
took on sufficient fuel to fly direct to 
Constantinople. With this heavy load 
we were forced to wind our way through 
the Taurus Moun-ain following a trail. 
Cften we ‘were completely surrounded 
by mountain peaks and the passages 
so narrow that we were forced to go 
tarough single fle. Over the high 
plateau, passing extinct voleanic cra- 
‘tars, past Konia and suddenly a beauti- 
“fal city, Constantinople, came into 


view, with the blue Bosphorous, its 
great wall and many mosques. 


Across EUROPE TO Paris 


After two nights and one day we de- 
parted for Bucharest, Roumania, where 
we spent one night, and continued 
across Europe over the Franco-Rou- 
manian air route, passing Belgrade, 
on north to Budapest for lunch and 
to Vienna. We stayed overnight and 
then hurried on to Paris via Strass- 
bourg. 

As we were thirty-one days behind 
schedule at Tokyo we decided to work 
extra hard and to make up the lost 
time so we could take a one-day holiday 
in Paris. We arrived on the fourteenth 
day of July, having picked up seven- 
teen days. Our holiday consisted of 
placing a wreath upon the Unknown 
Soldier’s grave, a luncheon, a reception 
at the Hotel de Ville and by the Presi- 
dent at his home, followed by a dinner 
at the Allies Club. On our first eve, 
there being nothing official planned, 
a group entertained us at the Follies 
Bergére. Upon arrival and being com- 
fortably seated, we all went to sleep, 
which resulted in comments by the 
papers next day that if such would not 
keep us awake, what would? 


Tre ATLANTIC FLIGHT 


July sixteenth found us on our way 
to Croydon, England, thence to Brough 
on the Humber on the seventeenth. 
Here we had to prepare for the Atlantic 
flight, putting pontoons on in place of 
wheels, new engines and whatever 
other work was necessary. We had 
ample time as our supplies had not 
been fully distributed across the At- 
lantic. 

Our first flight then was to Scapa 
Flow, where we came in contact with 
our Navy again, which was to escort us 
across and render invaluable assistance, 
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On the first attempt to reach Ice- 
land we encountered fog, and, in at- 
tempting to go over it, we were forced 
to break fermation. The New Orleans 
was hit by the propellor wash of one of 
the other planes and sent down in a 
tail spin but recovered contro] just over 
the water and continued on. The 
Chicago and Boston returned to Kirk- 
wall to give out a message of the ap- 
proximate location of the New Orlecns. 
After many hours of suspense we re- 
ceived a message of its safe arrival at 
Angamasalik, Iceland. 

The next day, half way to the Faroe 
Islands, my plane, the Boston, was 
forced down due to engine failure. We 
signa led to the crew of the Chicago not 
to land but to send assistance. They 
continued on and dropped a message to 
the U. S. S. Bellingsby. This news 
was radioed to the other boats which 
came to my rescue. Nearly five hours 
after landing on the sea we were taken 
in tow by an English trawler. The sea 
was getting heavier and as we rode over 
the swells, it nearly pulled our plane 
apart. So 1t was a relief when the 
Billingsby relieved the trawler, and 
towed us a brief time, when they 
turned us over to the light cruiser Rich- 
mond, on which we hoped to store the 
plane. However, in the rough sea it 
was impossible, especially after the 
boom dropped, damaging the plane 
and making it necessary to try to cow 
it to shore in the Faroes. In this at- 
tempt the Boston was lost, sinking the 
next morning. 

In the meantime the Chicago and 
New Orleans took off for Reykjavik on 
the west coast of Iceland. There they 
prepared for the crossing to Greenland. 
On account of delay, we all became 
familiar with the city which was a 
surprise to us all, having a population 
of over twenty-two thousand, paved 
streets, electric lights, everything mod- 
ern, even to taxicabs. 


A Jump or Erant HonpRED AND 
Furry Muns 


A naval aviator, Commander Leigh- 
ton, and myself flew in and looked over 
the harbor at Angmasalik, Greenland, 
and after considerable thought it was 
decided to fly direct to Friedrichsdahl, 
a distance of eigat hundred and fifty 
miles. 

It was on this fight that many 
exciting things happened. As they 
neared Greenland, a dense fog was en- 
countered. Signer Locantello, the Ital- 
ian aviator, started with them. When 
he came into the fog, he turned back 
out of it, and landed at sea. He was 
rescued five days later by the U. $. S. 
Richmond. 


FoG AND [ICEBERGS 


When the others met the fog, they 
realized that the sea was too rough for 
them to land, and that they did not 
have sufficient fuel to return to Ice- 
land, so went on. They remained low 
over the water and about eighty miles 
out encountered Hoe ice, then icebergs, 
with which they played tag. Flying 
side by side,.swerving from one side to 
another to miss an iceberg, now and 
then Jumping over them, one came in 
view too suddenly to turn. This one 
was so huge that one plane went one 
way and the other in the opposite di- 
rection. Lieutenant Nelson in the 
New Orleans made a circle to permit 
Lieutenant Smith in the Chicago to go 
on and prevent a collision. Traveling 
at about ninety miles per hour and the 
visibility about three hundred feet, 
they kept on keen edge every moment. 
As they neared and rounded Cape 
Farewell they came out of the fog only 
to find another bank at Friedrichsdahl. 
Locating the harbor by mountain for- 
mations, they found a rift m the fog, 
Nelson arriving thirty-five minutes 
after Smith. That evening was cele- 
brated aboard a Danish revenue cutter. 

~ 
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On to Ivigtut and across the New- 
foundland, down the coast to Picton, 
Nova Scotia, where Ogden and I re- 
joined them with the Boston II. 
Thence down the Maine coast, where 
we were worn out dodging fishing boats, 
small islands and buoys, in the worst 
fog we had found anywhere. We fi- 
nally took refuge at Mere Point, Casco 
Bay. 


ARRIVAL AT Boston 


The next day we arrived at Boston 
Airport. During our trip we were 
totally ignorant cf the enthusiasm here 
in the States, but readily realized it 
upon finding a huge crowd there to 
greet us, m addicion to the Army and 
Navy officials. 

Leaving our pontoons jor wheels we 
flew overland to the end of the trip. 
Everywhere we found the same en- 
thusiasm. New York, Washington, 
D. C., where President Coolidge waited 
several hours with his entire cabinet in 
a drizzling rain, Dayton, Ohio, Chi- 
cago, and all, on every stop to Seattle. 
We found it necessary to post police- 
men outside our doors to prevent sou- 
venir hunters from stealing our clothes. 


As we were pushed through crowds, 
people reached over, putting their fin- 
gers lightly on us and shouting, “Ah! 
I touched one.” 


Tua END OF THB JOURNEY 


Receptions everywhere, we an- 
swered questions it seemed by the mil- 
lions. Another surprise awaited us aj 
the end—a monument erected in our 
honor. . 

We were one hundred and seventy- 
five days en route, making a total of 
seventy-five flights on sixty-four days 
of flying. Our total flying time was 
three hundred and seventy-five hours. 

Our demonstration already has real- 
ized a benefit, in my belief, as it has 
caused many new air routes to be 
opened and put to use, principally 
abroad, however. It is quite a satis- 
faction to repeat the words of an ad- 
dress of welcome given to us on the 
completion: “In the future many flags 
will be represented as airplanes fly 
around the world, but only one nation 
ean claim the honor of having her 
flag carried around the globe by air 
first, and that is the United States of 
America.” 


The First Trans-Atlantic Flight 


By LIEUTENANT WALTER HINTON 
Pilot on the NC-4, the First Plane to Cross the Atlantic 


DMIRAL TAYLOR'S suggestion 

of August 25, 1917, called for a 
machine able to fly across the Atlantic. 
The idea of such a crossing had never 
lapsed during the preliminary months 
of design and construction, which pre- 
ceded the first flight of the NC-1 on 
October 4, 1918. Now, in December, 
1918, 1t revived with fresh intensity. 

“Tf there is to be no fight, there will 
at least be a flight.” 

Such, in effect, was Navy sentiment. 
For already, with the beginning of 
winter, Navy officials laid their plans 
for an attempt to fly to Europe to take 
place early in May of 1919. Route, 
seaplanes, commanders, fuel, and aux- 
liary service were carefully discussed 
in Washington, long before the “Daily 
Mail,” across the water, had made an 
offer of £10,000, which was to send half 
a dozen British machines to Newfound- 
land to select their fields and build their 
hangars in the fog and melting snow. 

The American Navy could not well 
have hesitated between the two pos- 
sible methods of crossing the Atlantic. 
One way, the world knows, was to 
make the flight a great sporting event. 
The other possibility was to keep it, as 
closely as possible, to a well-organized 
scientific expedition. 

Obviously the American Navy could 
not, even if it would, choose sport in 
preference to science. Dignity and 
efficiency forbade that. Its pilots 
were sent out, not on their own initia- 
tive, but by official order and under 
official endorsement. 


Eastwarp Ho! 


From Far Rockaway, L. I., to Tre- 
passey, Newfoundland, is a distance 
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of approximately 1000 nautical or 1150 
statute miles. 

Three NC planes had all covered 
this distance by May 15, the NC-4 
arriving six days after the NC-1 and 
the NC-3. Engine trouble had made 
it advisable for her to descend near 
Cape Cod. She alighted on the open 
sea, taxied for eighteen hours, and 
brought herself, as efficiently as if 
water and not air had been her natural 
medium, to the Naval Air Station at 
Chatham. By May 10 she was ready 
to resume flight. Favorable weather 
at 11.17 am, on May 14 found her re- 
celving a message from Assistant Secre- 
tary of the Navy Roosevelt: “What is 
your position? All keenly interested 
in your progress, Good luck!” And 
replying three minutes later, “Thank 
you for good wishes. NC-4 is 20 miles 
southwest of Seal Island, making 85 
miles per hour.” 

Conditions at Trepassey not having 
been propitious for flight, the NC-1 
and the NC-~3 had been delayed there 
since their arrival on the evening of the 
9th. When the NC-4 arrived she was 
immediately overhauled. A new en- 
gine was installed, three new propel- 
lers were attached, and a general over- 
hauling given the seaplane. On May 
16, 1919, all three boats were ready to 
start. They had fulfilled almost to 
the letter the suggestion of their April 
14th orders that they take ddvantage 
of the May 14th moon. 

The NC crews prepared for flight, 
slipping their air togs over Naval Avia- 
tion uniforms. They wore a combina- 
tion of silk socks under woolen ones, 
and fur-lined boots and hoods, but” 
used no electrically heated suits, 
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Trepassey had poured out her popu- 
‘ation, native and transient, to witness 
zhe departure. The town was as 
empty as an inverted pitcher. Shore 
and water were darkened with specta- 
zors. On the destroyers were crowded 
Naval officers, sailors, and newspaper 
correspondents. 

Now they waited the word. “Let's 
zo!” shouted Commander Towers. 
The motors of the NC-3 began to re- 
volve. In the bright sunlight—it was 
six o’clock New York time—the three 
vessels taxied out, maneuvered a few 
minutes, and then, the NC-3 in the 
lead, shot forward for flight. They 
left at 6.06, 6.07 and 6.09 P.M., the 
NC-1 bringing up the rear. 

The course was the open sea. There 
“vere no rivers cr railroads or coast- 
Enes to follow, no towns or lakes to 
identify. Only a line of sixty destrov- 
ers, clicking advice and brandishing 
stiff antennae of ight, would break the 
empty sweep of that sea. 

In the late light of those first hours 
the water lay smooth. The deflected 
glow of a sunset filled the sky. Ice- 
bergs swam by under the wings of the 
flyers. 


Wrrs tHe NC-4, Srx HUNDRED FEET 
ABOV= THE SEA 


Let us imagine ourselves in the pi- 
lot's cockpit of the NC-4 as she takes 
her way eastwacd six hundred feet 
bove the sea, 

The fading ligktt shows us the NC-3 
ghead, rising and falling in the chang- 
ing air as if on the slow, high waves of 
en invisible sea. All sound is merged 
into the’ roar cf four motors. All 
ebout us is a sense of space, open, 
illimitable, so vast. that we seem shaken 
free forever from the earth, and winging 
in a new world waose laws are alien to 
ell we have known. 

Before us is the board of instruments, 
clocks, compass, oil and water meters, 


altimeter, tachometer, inclinometer. 
Below us and to the rear works the 
wireless operator. Far back in the 
hull, under the wings, are the mechani- 
cians. 

The planes fly on through a growing 
darkness. The NC-3 disappears. We 
have switched on our lights, and send a 
message to her asking that she turn on 
hers. Noresponse. Something seems 
to be wong. We look back for the 
NC-1. Never distinct, she, too, has 
disappeared. We are alone, with 1185 
nautical miles still to go. 

The sky is now dark, utterly dark 
save for stars. These and the line of 
ocean where the stars cease give the 
pilot his only means of orientation. 
The engines labor on. Each of the 
twelve exhaust ports, unmuffled, sends 
out its jet of flame as the burnt gas is 


expelled. In the vastness and invisi- | 


bility of the time and place those red 
tongues, 2ach proclaiming the adequacy 
of its cylinder eight hundred and fifty 
times a minute, are marvellously re- 
assuring. 

Now shead of us, a swift, narrow 
stem of flame runs up the sky, bursts 
into flower, and scatters luminous 
petals across the night. The star 
shell of a destroyer! In a minute gem- 
like lights gleam below, and an illu- 
mined vessel tells her number and gives 
us our location. Check her off the 
chart! 

The plane, winging her way at a 
thousand-foot elevation now, catches on 
wing and motor gleams of silver thrown 
from the east. An edge of moon has 
appeared. Soon the whole disc has 
arisen, flooding the world with pale 
beauty. The pilot, visibility increased 
ten-fold, relaxes with a sigh. To the 
south, However, a close surprising 
shape brings him back to tenseness 
with a jerk. Another plane flies close, 
too close for comfort. - The NC-4 veers 
aside from the friendly but dangerous 


t 
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shape, and is soon alone once more. 
Probably she has passed the NC-3. 

So we ride until the day dawns 
faintly. 
isthe same. Everything has gone well. 
The destroyers have been checked off 
as regularly as railroad stations; the 
motors have functioned as faithfully 
as if they reposed on test blocks; the 
pilots have relieved one another every 
half or three quarters of an hour. 
Toward morning there have been sand- 
wiches and coffee, welcome after the 
long cold nervous time of comparative 
inaction. 


UNCERTAINTY AND DIFFICULTY 


Now, however, was to come a period 
of difficulty. 

The NC-4, says her commander’s 
record, passed destroyer No. 15 before 
trouble began. Ahead of this vessel 
appeared what seemed an area of rain, 
but proved to be fog, driving in the 
same direction as the NC herself. 
Picking up destroyer No. 16 in spite 
of poor visibility, the NC-4 missed No. 
17, and for a time flew confusedly. 
The boat seemed to be making a steep 
bank, the compass whirling aimlessly 
about, and visibility merging into a 
gray blanket of moisture. Finally, 
however, she merged from the fog, and 
flying at 3000 feet in sunshine and blue 
sky, seemed to have outwinged her 
difficulties, though a white plateau of 
billowing vapor below showed that the 
surface of the ocean was still shrouded 
inmist. Clouds and fog soon appeared 
above as well as below, and the NC-4 
sent inquiries as to surface conditicns. 
Destroyers No. 19 and No. 20 reported 
discouragingly, but No. 21 announced 
that there was a ten-mile visibility, and 
the flying. boat descended. Flying 
low, her commander soon saw what he 
thought to be tide waves. Suddenly, 
above one of these waves appeared a 
dim line of rocks. They had found 


The story for the three boats. 


Flores! 
coast. 

Elated, reassured, the crew thrilled 
with revived hopes. There was suffi- 
cient oil and gas left to make Ponta 
Delgada. Why stop at Horta then? 

Their jubilation was brief. Dense 
fog closed in again. They missed de- 
stroyer No. 28. “No Ponta Delgada 
for us today; any port would look 
go od.” 

They had begun calculations as to 
the course necessary to find land, when 
a hole in the fog disclosed the northern 
sweep of Fayal Island. Horta, to the 
south, must be just around an aerial 
corner! The plane few down the 
coast, and, pitching through rough air 
which “tumbled down from a moun- 
tain,” made a landing in what they 
hoped was Horta Harbor. They were 
soon convinced that it was not. No 
matter! Rising again, they caught a 
glimpse of the U. S. S. Columbia, visi- 
ble between gusts of obliterating fog. 
In a moment they had reached her, 
and swept down at the end of fifteen 
hours and thirteen minutes to the 
completion of the first and most difficult 
stage of the great crossing. 

“We passed,” says Commander H. 
C. Richardson, one of the NC-8 pilots, 
“through five hours of rain squalls and 
fog, so thick at times as to make it 
impossible to see the horizon or the 
surface of the ocean.” 

After this experience, with fifteen 
and a half hours of travel behind her, 
the NC-3 was contemplating a landing 
forty-five miles southeast of Fayal. 
The NC-1, last of the three to start, 
held her original position with refer- 
ence to the others. 

“We did not meet any trouble,” 
says Lieutenant-Commander P. N. L. 
Bellinger, U. S. N., “until we got into 
the fog at 11.10 A.m. (Greenwich 
time), Saturday, when we were near 
Station 18.” 


Delightedly they skirted the 
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` Ónce in the fog, the NC-1 lost her 


bearings and decided to alight. She 
did so at 1.10 r.m. She was then ebout 
one hundred miles west of Flores. The 


position of the NC-3 almost two hours 
earlier has been roted. Both vessels 
were at the gates o” the Azores. ‘Their 
motors were in perfect condition. 
They had adequate supplies of fuel 
for several hours further flight. Fog 
alone prevented them from reaching 
Faval, or even Ponta Delgada. 

In landing, hcwever, both boats 
found the ocean heavier than they ex- 
pected. They sustained damage from 
high waves whick made the resump- 
tion of flight impossible, even if a take- 
off on such a heav7 sea could have been 
managed. The IVC-1, after taxying 
on the surface for five hours, was dis- 
covered shortly after 6 P.M. (Green- 
wich time), by the Ionia. At 6.20 
P.M. the Ionta’s boat took off the crew. 
An attempt was made to tow the sea- 
plane, but the line broke, and after a 


time the first Navy-Curtiss flying ` 


boat disappeared beneath the waves. 

Meanwhile, the twelve-foot sea on 
which the NC-3 came down, damaged 
hull, struts, and control connections. 
It was apparent that she could not take 
the air again. Her radio system, 
though allowing her to receive mes- 
sages, could not effectively send them. 
Though the crew fixed her position as 
forty-five miles southwest of Horta, 
the wind forbade an attempt to taxi in 
the known direczion of Fayal. The 
only possible course seemed one with 
the wind, t.e., eastward, which, it was 
calculated, would carry the NC-3 to 
San Miguel. 

Night came, and the boat was 
buffeted by wave and rain. One of 
the elevators, badly damaged, had to 
be cut loose. he crew took turns 
steering, those of: duty attempting to 
~sleep. With morning, in the twenty- 
second hour of surface riding, the left 


wing tip was washed away. One of 
the crew crawled out on the right wing 
and clung there, deluged occasionally 
by waves, to keep the left wing from 
being submerged. Radio messages 
were received telling of the rescueof the 
NC-1 crew, but also disclosing to the 
NC-8 that those who were searching 
for her were looking west instead of 
south of Flores. Rescue, then, was 
improbabie. The NC-3 must save 
herself. A crew with radiator water 
to drink and scant supplies of choco- 
late and salty sandwiches, must bring 
a damaged hull for hundreds of miles 
over seas, running often as high as 
thirty feet. Could they doit? Could 
the vessel, built primarily for aerial 
travel, make such an ocean voyage? 


OUT OF THE FoG 


They were riding the swells with 
these thoughts when in middle morn- 
ing, across a sea clear of fog, the form 
of a high mountain, its head hidden in 
clouds, showed ghostly in the distance. 
Pico! the 7000-foot volcanic cone of the 
highest peak in the Azores undoubtedly 
lay before them. Observations, fever- 
ishly taken, checked with the testi- 
mony of their eyes. They were forty- 
five miles southeast of Fayal. 

Should they make directly for the 
land they saw? The tanks held a two 
hours’ supply of fuel; the idea was 
feverishly alluring. Sanity, however, 
whispered the futility of such a course. 
They could not safely ride against the 
waves and wind. Their only road lay 
eastward, through another night of 
tossing, toward Ponta Delgada. They 
must watch the tangibility of that 
great mountain die away as they planed 
off toward an island they could not see. 

Who can describe those next twenty- 
five hours? Coasting backwards over 
the great waves, beaten by rain, sleep- 
les3 and hungry and worn, the five 
endured more than even they can tell. 
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They were blown southward for a time. 
They Yost a second elevator. The 
right wing float threatened to come 
loose. Oñicers trained to use the most 
advanced navigating instruments 
trailed canvass buckets over the edge 
of the hull to assist in steering their 
craft. 

_Constantly, however, observations 
showed an increasingly favorable posi- 
tion. At length they calculated that 
they could make Ponta Delgada in 
two hours. Then land appeared— 
farms, vireyards, roads, a lighthouse! 
Finally the U. S. S. Harding became 
visible, racing toward them. But they 
did not want help now. 

“Stand aside!” they signaled 


GLORIOUSLY TRIUMPHANT 


They taxied over the breakwater 
and into the harbor. Crowds lined 
its shores. Whistles, sirens, guns, and 
voices made a bedlam of the afternoon 
air. Flags waved gaily, photogra- 
phers in motor boats raced about. The 
scene was one never to be forgotten, 
and our relief from the long tension 
and our feelings cannot be described. 

So ended a fifty-two-hour, 205-mile 
journey over the open sea. It had 
been made in a flying boat by officers 
of the American Navy. 

The gloriously battered NC-3, though 
making port, was unable to continue 
the voyage to Portugal. The NC-4, 
arriving from Horta at Ponta Delgada 
on May 20, went on alone. 

A faint but penetrating hum grew 
in the sunset over Lisbon. It was an 
alien sound to the old city beside the 
Tagus. It seemed to have no loca- 
tion, but to diffuse itself through the 
sky, growing in volume and intensity. 

Suddenly with a jet of steam the 
U. S. S. Shawmut and the U. S. S. 
Rochester sent a shrilling answer. 

“There she is!” came a voice, cutting 
the great spaces like a thin ray of 


light. Sirens, guns of Forts San Ju- 
lian and Bugio, cannon of Portuguese 
warships, and the shouts of innumer- 
able men on land and water echoed 
from wall to wall of the natural amphi- 
theatre. A silhouette became visible 
against rosy banners of cloud. It 
gathered definite shape; the noise of its 
motors became loud and thundering. 
With a gleam of wings the NC-4, 
completing the first flight ever made by 
men across the Atlantic Ocean, dove * 
in a wide spiral toward the river and 
came to rest upon it as lightly as the 
vessel of a dream. 

There was a moment’s pause. Lis- - 
bon, lying in the black and gold of a 
dying May 27, 1919, seemed to ponder 
on the achievement. Did an intangible 
sadness, a regret, tinge the moment for 
her? Once she had her heroes and her 
navigators. Somewhere among her 
terraced hills and her half a million 
people, walked the ghosts of John the 
Great, Vasco da Gama, Cabral, Prince 
Henry the Navigator; of Amerigo 
Vespucci, even-name-giver to a new 
continent. And here, in 1709, in the 
Palace of the Indies, occurred one 
of the earhest aeronautical demon- 
strations. Bartholomeo-Lourenco de 
Gusmao had on that day sent a globe 
to the ceiling of the Hall of Ambassa- 
dors before the assembled court—a 
ball “borne up by certain materials 
which burned and which the inventor 
himself had ignited.” Where were the 
explorers now? Where were those 
who inspired to conquer the air, to 
fulfill Gusmao’s promise of a “ma- 
chine competent to journey through 
the air faster than over land or sea, to 
carry messages five or six hundred 
miles a day to troops, and even ade- 
quate to explore regions about the 
poles?” They were there, but they 
were invaders. They awakened Portu- 
gal from a dream, shattering her peace 
with the thunder of their engines 
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and the flash of strange and amazing 
wings. 

A voice broke the silence. “Tell 
the Shawmut to d:rect her searchlights 
westward into the wind, so as to shine 
upon the water.” 

A sword of light swung into the dusk 
and found the N@-4. She taxied to- 
ward the Rochester. A motor boat 
from the Shawmut, hovering in wait, 
took off the crew They went up the 
Rochester’s gangway, smiling men whose 
faces were tingec with the gray of a 
long-sustained and nervous effor:. 

Tumult and cheering, thunderous 
cheering, until an abrupt hush cut it 
sharply, like an invisible knife. 

“O say, can ycu see—” 

The anthem cf a young but great 
republic filled the air. The flyers, 
haggard but happy, stood rigid at 
salute. About tnem flags, lights, and 
uniforms gleamed motionless and daz- 
zling out of the night. The music 
swelled upward into the dome of dark- 
ness, a triumphal hymn of the west 
sending its warriors east to free men 
from an impedmg nature as it had 
lately freed them from men. Coming 
out of the sunset. the NC-4 had brought 
the sunrise of a new and great human 
achievement. 

The NC-4 had a comparatively 
simple time o it. Two thousand 
pounds lighter than when she left 
Newfoundland, she succeeded in tak- 
ing off from heavy swells at the harbor 
mouth. Thouga off her course suff- 
ciently to lose destroyer No. 3, she 
picked it up again and kept it the re- 
mainder of the way. Rain and mist 
were encountered, but did not inter- 
fere seriously with the nineiy-three 
statute miles per hour which she made. 
The voyage was almost a triumphal 
parade. 

There remained only one more ac- 
complishment—the flight to Plymouth. 
Here, on May £1, they were to set foot 


“in 1909. 


on the shores of the harbor from wluch 
the Pilgrim fathers took ship fér a new 
world three hundred years before. 
Here, after a flight of 3986 nautical or 
45%6 statute miles, made in flying 
time of fifty-two hours and thirty-one 
minutes, congratulations of British and 
American officials were received. 

In the days of Columbus it took 
seventy-one days for his caravels to 
cross from Palos to the Bahamas. 
The NC-4 went from Rockaway to 
Plymouth, more than twice the dis- 
tance covered by Columbus, in less 
than seventy-one hours. Ocean navi- 
gation by steam became an assured 
success by the voyage of the Savannah 
May 24, 1819, from Savannah, Georgia, 
to Liverpool, England. Both steam 
aud sails were used in this vessel, and 
the distance was covered in twenty- 
seven days. ‘The fastest ocean passage 
by steamship between New York and 
P!ymouth, 2962 miles, was that made 
by the Kronprinzessin Cecile in five 
days, seven hours and twenty-five 
minutes in September, 1909. 

The fastest Atlantic ocean passages, 
recorded by the Cunarder Mauretania, 
were made in four days, ten hours and 
fifty-one minutes, and in four days, 
thirteen hours and forty-one minutes 
Ten years later the NC-J 
crossed from New York State to Eng- 
land by a longer route, in two days, 
seven hours and thirty-three minutes 
of actual flying time. 

It has shown that the Atlantic, like 
other barriers to the growth of avia- 
tion, can be broken down; that, in a 
word, flight has no limit in the tasks 
it may choose to accomplish. 

The greatest service rendered, how- 
ever, was that of pioneering. The 
Navy-Curtiss boats charted a course 
through new regions. They proved 
that flight itself offered no problems. 
They indicated what the real problems 
were: ability to fix position by instru- 
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ments. ability to fly through fog to an 
unseer ‘goal, ability to alight on the 
ocean in case of need, and to sail the 
ocean successfully when once upon it. 
These >roblems they not only indicated 


—thev partly solved them. They 
gave the promise of a successful 
world-voyaging aircraft. Therein lies 
their triumph. It will increase in 
significance with years. 


Navigating the -Plane 


By BRICE GOLDSBOROUGH 
Vice President Pioneer Instrument Company 


AYMOND ORTEIG, owner of 
the Hotel Brevoort, New York 
City, some elghi years ago offered a 
prize of $25,000 tc be given to the first to 
make a New York-Paris non-stop flight. 
There have been several recognized 
trys, and the last one attempted ended 
disastrously when the plane piloted by 
Rene Fonck, the Premier French Ace, 
failed to take the air. 

Ii is interesting to note that in almost 
every field of endeavor failure is seldom 
disheartening, and usually just un- 
fortunately delays progress that will 
ultimately manifest itself. So it is 
with the long-looked-forward-to New 
York-Paris nor-stop flight. There 
seems little now standing in the way of 
the successful completion of that event 
in aeronautics. Spanning the 3600 
mile stretch between New York and 
Paris is not a formidable undertaking at 
this time when one considers the prog- 
ress made in the aeronautical industry 
since its birth at Kitty Hawk, N. C. 
in 1908. ` 

It is a recognized fact that airplanes, 
and motors of present day design, are 
capable of carrying sufficient fuel to 
permit them remaining in the air for 
the period required to negotiate a dis- 
tance greater than 3600 miles. There 
are several very important considera- 
tions, however, that must not be 
ignored though cffhand they may seem 
relatively unimportant, 

The premise of this discussion is 
limited to the problem of navigating an 
aircraft from New York to Paris. 


y Tue Arr or NAVIGATION 


ta J 
The navigation of a ship, capable of 
carrying sufficient fuel to permit of its 
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remajning in the air under jts own 
power for a period of time necessary to 
complete a voyage of some 3600 miles, 
is and isn’t exactly a problem. 

It isn’t likely that the crew of thé 
ship will be made up ‘of weaklings, 
either mentally or physically, because 
in the first place almost every one 
recognizes that the flight is not just a 
matter of pointing a ship toward Paris, 
and after forty hours or so having 
Eiffel tower loom up on the horizon; 
and in the second place endurance 
physically means that the crew, either 
two or three, will be pretty much on the 
job for a stretch of some forty hours, 
more than likely without sleep. 

Navigation of slow moving ships, 
that go down to sea, is an art that has 
been practiced for centuries, and to 
these century-old methods we must 
look for some of our methods in air | 
navigation. 

But as the methods changed some- 
what when we changed from sail to 
steam, so must we change from steam 
to aircraft. There is in aircraft navi- 
gation a composite of both the sail and 
steam; wherein the sailing vessels 
were at the mercy of the winds and 
currents of the several seas, and where- 
in their directions and speed of sailings 
were limited pretty much by the 
directions and force of the winds, they 
after a fashion reached their port but 
not always on schedule. Attempts to 
keep a schedule were more successful 
by innovating the steam driven sea- 
craft, although affected similarly by the 
wind and sea. Aircraft, however, is 
capable of making port, no matter 
from which direction the wind may be 
blowing whether helping or hindering 
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forward progress; and during these 
impending flights from New York to 
Paris strict adherence to a schedule 
will be very, very necessary. 


Tae Grounp Work 


The ground work in preparation for 
important flights of this nature entails 
some little effort. 

The navigator must first determine 
what his course will be. On the Hy- 
drographic Office Chart of the North 
Atlantic Gcean, a great circle track 


- between New York and Paris has been 


plotted. The great circle track is the 
shortest distance between two points 
on the eart1’s surface. 

Just in passing, it might be interest- 
ing to note that great circle flying is 
not the usual method of ordinary 
navigeting of aircraft over land, be- 
cause on the airways as established, 
the distances between points are very 
much shorter, and in these shorter hops 
pure triangulation can be resorted to 
without appreciably lengthening the 
course. 

This latter method has been well- 
worked out. and has been proven quite 
conclusively by such important flights 
as the one recently completed in the 
Josephine Ford, the three-motored 
Fokker thet Commander Byrd and 
Floyd Bennett flew over the North pole. 
Floyd Bennett, Bernt Balchen, and J. 
McPhail made up the crew-carrying 
representatrves of the Department of 
Commerce and the Guggenheim Fund 
for the promotion of aeronautics. This 
particular fhght was made up of forty- 
four legs for a total distance of some 
eight thousand miles but was not a 
non-stop flight; the longest leg between 
take-off and landing was not more than 
400 miles. The navigating method 
used for this flight was typical of that 
practiced in most cross country flights 
over land, and the same that was used 
by the writer who navigated the win- 
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ning ship in the last Commerical 
Reliability Tour. This method was 
tried out and perfected by Charles H. 
Colvin, president of the Pioneer In- 
strument Company. The use of this 
method involves only a few of the 
instruments necessary for “Great 
Circle sailing,” primarily, good maps 
with fields correctly located geographi- 
cally, and some means within the ship 
to check speed, distance, direction, 
altitude, attitude of the ship and 
time. 

The World Flyers, however, had to 
use both methods, that is, the simple 
cross country and the more involved 
Great Circle method. 

However, to get back to the New 
York-Paris flight, the course as plotted 
indicates the ideal route to be followed. 
The actual calculated distance is 3185 
nautical miles on the great circle be- 
tween Mineola, Latitude 40° 44’ 18” 
N., Longitude 73° 37’ W. and Paris, 
Latitude 48° 50’ N., Longitude 2° 20’ 
E.; 3185 nautical miles equals 3610.1 
statute miles. 

For the purpose of conveniently 
establishing checking points and 
courses, in ship’s parlance, a day’s run, 
legs 300 miles long, have been plotted. 
These legs do not exactly follow the 
great circle, but rather describe the 
sides of a polygonal figure and are 
sufficiently accurate for all practical 
purposes. 

The initial course of departure is 
true 58° 51’ but it is noted that angular 
relation of the magnetic field, between 
the meridian and the magnetic pole, is 
from 10° to 20° W. This variation or 
declination must constantly be kept in 
mind because in aircraft, as in maritime 
vessels, the compass is the only means 
known showing continually a given 
direction, and inasmuch as this varja- 
tion is hardly the same for any two 
locations, the importance of eee 
its magnitude is paramount. 


NAVIGATING THE PLANE 


THe Compass 


A word about compasses may not be 
out of order. There have been several 
types of magnetic compasses developed 
for aircraft use, but probably the out- 
standing contribution to the art in way 
of compasses is the well-known earth 
inductor compass, invented and de- 
signed by Morris Titterington, chief 
engineer of the Pioneer Instrument 
Coropany. This latter compass has 
been demonstrated by use on such im- 
portant flights as the Round-the-world, 
Rodger’s PN-9 San Franciscoto Hawaii, 
Byrd’s Polar Flight, Wilkin’s Arctic 
Expedition, the Commercial Reliability 
Tour, and scores of others. The great 
advantage this particular instrument 
hes over the ordinary magnetic com- 
pass, is that it can be remotely located 
in an area free from local magnetic 
influences inherent in every airplane, 
due to the motors and to the magnetic 
material of which it is constructed. 

The indicator of direction which in 
itself is not affected by local surround- 
ing fields may be located so that it can 
be easily observed by the pilot. 

A controller, by which the earth 
inductor compass is set to the desired 
heading, is placed where it may be 
operated by the navigator. This in- 
strument has dials, upon which are set 
the direction to be flown, and the pilot 
has only to watch a meter, which shows 
any departure to left or right of the 
proper course. 


. INSTRUMENTS AND APPARATUB 


So that the reader may more clearly 
understand the flight as it unfolds over 
the plotted great circle track, there 
follows a description of the several 
instruments and apparatus the naviga- 
tor must use to determine his direction, 
. position, and kindred other things he 
must know at all times. 

The power plant instruments are not 


103 


so much the concern of the navigator, ` 
but the pilot must know whether he is 
getting the most economical efficiency 
from the motor or motors, and to know 
this, the speed of the motors as indi- 
cated by the tachometers is essential. 
Usually, the power plant instruments 
are grouped so that an occasional 
glance directed away for an instant 
from the compass or compass indicator 
and the turn indicator, will impart to 
him information that the oil pressure 
and oil temperature, as indicated by 
two small gauges, is correct for the 
particular motors used for the flight. 
The actual navigating instruments, 
hawever, are the compasses already 
described, a turn indicator, which is an 
auxilliary instrument used in conjunc- 
tion with the compass for indicating 
small divergences from a straight 
course (in itself, the turn indicator has 
nc sense of direction but will indicate 
when on a given course any departure 
from that course); an air distance 
recorder which in its function is not 
unlike the Taffrail logs used by ships in 
the maritime service. While not giving 
the distance made good over the ground 
it records counter fashion the number 
of miles made good in the air, and this 
information is very helpful when check- 
ing position. Unlike the air speed 
indicator, which shows the average 
miles per hour at all times, this instru- 
ment keeps a record of the miles flown. 
The air speed indicator is not alone 
simply a measurer of speed, but is a 
telltale as to the performance of the 
ship, indicating to the pilot whether he 
is Maintaining steady, constant flight, 
or whether he is approaching a condi- 
tion near the stalling point of the ship, 
and indicating to the navigator the 
average rate of speed the airplane is 
making with relation to the air. His 
important to know the ground speed as 
well as the air speed, and the particular 
instrument used for determining this 
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has incorporated in it a means of meas- 
uring the drift angle. The drift, as it 
is termed, is the movement of the air- 
plane in directions apart from the 
forward motion produced by the mo- 
tors. The ground speed is obtained by 
a visual method. The observation of 
an object on the ground, or the smoke 
from a smoke bomb at sea through the 
ground speed meter, will give you tais 
if you know the altitude above that ob- 
ject. The altitude is readily obtained 
from an altimeter on the instrument 
board. Knowing the altitude, you 
have just to set a pointer on the speed 
meter at the height indicated by the 
altimeter, time the transit of the object 
between the two set pointers and read 
directly from the speed timer the ground 
speed in miles per hour. 

The drift meter is arranged in such a 
way that visual observations of an 
object on the ground are possible. The 
vane index is a pivoted arrangement 
that passes over an arc divided in de- 
grees. Normally, the vane is neutral 
in the fore and aft plane of the aircraft. 
If when sighting through the meter the 
object appears not to parallel the vane 
index, the vane is moved until a paralle- 
lism is established, and once this condi- 
tion is satisfied, the angle of drift can be 
obtained from the arc. The drift angle 
must be considered at all times since it 
measures the difference between actual 
and apparent line of flight. As an 
example, the magnetic course flown at 
the departure from New York, on the 
illustrated Great Circle track, is nor- 
mally 69°, and if a wind whose velocity 
of 20 m.p.k. is bearing from the west 
on a magnetic heading of 259°, the 
drift angle obtained from the meter 
wil be nearly four degrees; then to 
make good a course of 69°, with a 
slightly tail wind of 20 miles per hour, it 
will be necessary to head the ship 4° 
toward the wind and to fly a magnetic 
course of 65. In other words, the 
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apparent line of flight will be 65° by 
compass, but the actual line of flight will 
be 69° by drift. Since this particular 
example wind is a helpful one, the 
ground speed of the ship, if the air speed 
is 100 m.p.h., will be nearly 115. The 
exact course and exact distance can be 
readily calculated by setting the various 
factors into an instrument called the 
course and distance indicator, which 
simply is a mechanical means of solving 
all triangles. 

The aircraft sextant, or octant, and 
the chronometers have an important 
bearing on the problem, because through 
their means it is possible to 4etermine 
a position of a point or place on the 
earth’s surface at anytime and any- 
where, provided it is possible to see any 
of the astronomical bodies that pervade 
the celestial sphere. 

The sextants and octants used in air 
navigation differ from the ordinary 
marine sextants, in that they are fitted 
with a bubble that substitutes for the 
horizon. The use of the bubble elimi- 
nates the necessity of entering a correc- 
tion for the height of the observer. 

It will be noted that the chart illus- 
trated is divided in sections denoting 
latitude and longitude. The location 
of certain points on the Great Circle 
track are fixed latitudinally and longi- 
tudinally, and if from observations it is 
determined that the ship is not exactly 
on the course, a new location can be 
fixed and a new Great Circle can be 
plotted. 

Determination of latitude and longi- 
tude during the day is usually done at 
noon by observation of the sun as it 
passes the highest altitude on the 
meridian. This altitude or angle, as 
measured by the sextant, is the desired 
meridian altitude. After applying the 
necessary corrections and subtracting 
from 90° the result is the zenith dis- 
tance. ~~ 

Greenwich time is the accepted time 
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used in ordinary navigation, and so it is 
used in air navigation when long flights 
are engaged in. The chronometers are 
kept at Greenwich time and from data 
published in the Nautical Almanac, 
fhe sun’s declination can be obtained 
for the particular day of the observa- 
tion. The result of the algebraic sum 
of the declination and the zenith dis- 
tance will give the required latitude, 
the longitude being merely the differ- 
ence of the time between high noon or 
12 o’clock which is the local apparent 
time at the point of obsérvation, and 
the time as indicated on the chronom- 
eters. Each minute of time equals 
one degree of longitude. 

The above covers the determination 
of latitude and longitude at noon but 
with care and some calculation these 
observations may be made at any time 
the sun can be seen. 

At night when the stars can be seen, 
similar observations can be made, and 
since position must be known, this 
position can be established through the 
medium of these astral bodies. You 
know approximately where you are 
f-om previous observations, so in this 
case it is essential to select a bright star 
that is near or about to pass your me- 
ridian. The identity of the selected 
star must be established without doubt. 

Having determined the local appar- 
ent time of the meridian passage by the 
difference between the right ascension 
of the sun and star, thence the mean 
time, the process following is exactly 
the same as for the sun. 


Latest METEOROLOGICAL 
INFORMATION NECESSARY 


The several instruments the naviga- 
tor must use have been briefly de- 
scribed, but in addition he must have 
the latest meteorological information to 
determine closely the best time to make 
`- the flight, so that he may be able to 
take full advantage of helpful winds. 
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He also must have nautical tables, 
almanacs and lists of radio* compass 
stations. This published information 
is available and indispensable. 

The radio apparatus is an important 
part of the equipment, if used only for 
communication purposes. However, it 
also is a means of helping to establish 
the all-important position of the ship, 
by obtaining cross bearings between 
two known stations ashore. 

Having thus described the inciden- 
tal equipment that the navigator has as 
aids, and equipment be could hardly 
hope to do without, the navigating of 
the course follows. 


NAVIGATING THE COURSE 


The navigation in this discussion 
must of necessity be hypothetical 
because no particular date is set for 
the proposed flights. However, they 
would well be made during the months 
of May, June or July, not alone for the 
comfort of the personnel, but at that 
time of the year the prevailing helpful 
winds known as the “‘westerly trades” 
in this latitude predominate. 

We will assume for the sake of argu- 
ment that it has been decided to leave 
Mineola at the break of dawn so that 
our arrival in Paris be made during the 
daylight hcurs. Usually with the 
dawn comes a breeze that will help 
materially in taking the heavily loaded 
ship in the air, and besides, too, the 
pilot must be given an even break, his 
biggest job being all in the first minute, 
the rest so far as he is concerned being 
more or less routine. Once in the 
air, and I say that advisedly, the ship 
is headed rapidly on a course that bears 
across Long Island Sound. If the de- 
parting time is, say, 5 o'clock, then 
after four hours at one hundred miles 
an hour the western shore line of Nova 
Scotia should loom up. Since this 
shore line is directly on the course, it 
isn’t likely that an off course error will 
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enter into the problem. But before 
reaching this coast line, it will be noted 
that the original compass course of 69° 
for the first leg has been changed to 79° 
at the beginning of the second leg, to 
take care of the bend in the Great 
Circle. Consideration of the wind has 
not been taken although an assumed 
wind, of the direction and force as 
described previously, would materially 
help the ground made good. After 
following the coast up, and having 
arrived at a point off Prince Edward 
Island, it will have been found that the 
air distance recorder shows less than 
the six hundred miles made good, be- 
cause the wind has helped at the 
rate of some fifteen miles per hour, 
and as a result a ratio is established 
which will help in checking position 
later. 

Local time changes one hour each 15° 
of longitude, and now that we are near- 
ing Longitude 60, we have gained one 
hour so that the local apparent time 1s 
about 8.45 A.M. The hop from Prince 
Edward Island, over a point on Cape 
Breton, to the mainland of Nova Scotia 
on a new course of 88°, plus or minus 
the observed drift angle, brings us to the 
beginning of the fourth leg. 

The flight up to this point has given 
the navigator ample time to have 
checked and put in use all the instru- 
ments necessary for the continuation 
on the course. He would have been 
able to have checked his position from 
time to time and to have gotten well 
set for the long hop over sea. 

The local apparent time, at the point 
where the ship will leave the mainland 
of Newfoundland, will be one and one- 
half hours less than the time at the 
point of departure. At the rate of one 
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hundred and fifteen miles per hour, 
there will have been elapsed less than 
ten hours for the thousand miles. 

There remains now about sixteen 
hundred miles of flving, and about fif- 
teen hours in the gir before the coast 
of Ireland is sighted. Twelve hours of 
this time most certainly will be spent 
in darkness, but if the time selected for 
the flight be during the full of the moon, 
they will experience the romance of 
moonlight on the ocean. 

This distance between Newfound- 
land and Ireland just about equals that 
covered by Byrd and Bennett on their 
flight over the Pole and return. 

Once the coast of Ireland is sighted, 
which will be sometime during the 
morning of the second day out, the 
remainder of the flight will be compara- 
tively easy, but the big problem that 
the navigator has to contend with, will 
be constantly checking and rechecking 
by observations on the moon and stars 
to assure himself at all times he has not 
departed from the Great Circle track. 
Variation in direczion and magnitude of 
the wind will tend to keep him off the 
true course, and where, his important 
job comes is, as in the beginning, know- 
ing where the ship is at all times, so 
that when necessity arises to change 
his course there will be no question in 
his mind. 

. And since these flights will not be 
attended by positioned ships, because 
this course lies well to the north of the 
regular steamer lanes, the success of a 
New York-Paris Non-Stop Flight will 
reflect untold credit on the design of 
the ships and motors, on the endurance 
of the pilot, and on the skill of the 
navigator in using modern navigational 
instruments and equipment. 


Meteorology and Its Application to Flying 


By Wus Ray GrEGG, A.B. 
Meteorologist in Charge of Aeronautica] Division, United States Weather Bureau 


N a very interesting and attractive 
booklet entitled “Flight in Liter- 
ature,’ Major Ernest Jones shows 
that, from the earliest recorded times, 
man has desired, and in many cases 
has tried, to fly. So appealing to him 
was the idea of imitating the birds, 
that he peopled the air with all sorts of 
winged spirits, and in his imagination 
even endowed certain legendary leaders 
and heroes with the faculty of flight. 


EARLY ÍNTERESTS IN THE WEATHER 


To an even greater extent, perhaps, 
man has, since the dawn of history and 
probably for countless ages before, 
been keenly interested in the weather. 
The literature of all peoples is rich with 
weather proverbs, many of which are 
based on actual observation, although 
others are largely the result of super- 
stition. The meteorological elements 
to which most attention was given 
were winds and clouds, particularly the 
latter, thus showing a very early inter- 
est in the conditions of the upper air. 
It can hardly be said that flying and 
weather were closely associated in the 
minds of these early observers, and 
yet it seems fair to assume that occa- 
sionally one more keen than his fel- 
lows, noting the direction and speed of 
the clouds, may have speculated as to 
the journey he would take, could he 
rise to their height and travel in the air 
currents that were speeding them 
along. 

A really close relationship between 
meteorology and flying began only 
with the development and use of the 
man-carrying balloon. And singularly 
enough, this relationship was quite the 
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opposite of that existing today. The 
balloon then provided a means for add- 
ing to man’s knowledge of the char- 
acteristics of the upper air, notable con- 
tributions being made, for example, 
during the classic voyages of Glaisher, 
Flammarion and others. Now, on the 
other hand, the meteorologist tells the 
flier what the weather is along his 
course, and what changes are likely to 
occur in that weather during his flight. 

Durirg the past quarter of a century 
tremendous strides have been made in 
the development of aeronautics, and 
this development has brought out, to 
an extent that could scarcely have been 
foreseen, the necessity of providing for 
1t a more detailed weather reporting 
service than is required for any other 
line of human endeavor. The truth 
of this statement was strikingly 
brought out during the World War, 
when extensive and very complete 
meteorological services for the aid of 
flying operations were built up by all 
of the nations engaged in the conflict. 
Following the War came the necessity 
for rigid economy and the consequent 
dropping of much that should have 
been retained. Aeronautics suffered 
a most discouraging slump, from which 
it is only now beginning to recover. 
With rt there was a similar and quite 
natural slackening of effort in mete- 
orological service, but that, too, has 
recently received most encouraging 
support and, unless all signs fail, will 
shortly be developed in greater detail 
and far more effectively, as regards 
frequency, promptness and complete- 
ness of reports exchanged along air- 
wavs, than could have been imagined 


108 


a few short years ago. This being the 
present status and the future outlook, 
1t seems worth while to discuss briefly 
the nature of the service that meteor- 
ology can render aeronauties, to indi- 
cate what is now being done to make 
such service effective, and to point 
out the lines along which future devel- 
opment should proceed. 


How METEOROLOGY CAN Arp 
AERONAUTICS 


The service that meteorology can 
render aeronautics may be considered 
broadly under two general headings: 
(1) Statistical information, required 
particularly in the earlier organization 
stages of airways; and (2) current in- 
formation and forecasts, essential for 
the efficient operation of airways after 
they are organized and are working on 
a regular schedule basis. 

1. Statistical information may, for 
our present purpose, be further di- 
vided into two classes: (a) that needed 
in developing the ground organization, 
and (b) that useful in determining 
regular flight schedules. 

(a) Under this heading are in- 
cluded such climatological factors 
as frequency of different wind direc- 
tions at the surface; average speed of 
surface winds, classified by direction; 
frequency of surface winds exceed- 
ing selected limiting velocities, also 
classified by direction; frequency of 
gusty winds of different directions; 
visibility; frequency of fog; and 
excessive precipitation. including 
heavy snowfall. 

As a rule there can be no great lati- 
tude in the location of airports, since 
these will necessarily be near the larger 
centers of population, and must be 
within reasonably easy access to them. 
In these cases little if any use can there- 
fore be made of information concerning 
certain other climatological factors, 
not above enumerated, such as fre- 
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quency and intensity of thunderstorms, 
violent storms and temperature ex- 
tremes, since in a small region their 
variation would be slight. 

On the other hand there is often con- 
siderable variation in wind conditions, 
and visibility and occurrence of fog, 
even within small areas. Wind gusti- 
ness is greatly increased by topo- 
graphic irregularities, buildings, and 
trees. A region as nearly free from 
these as possible should be selected. 
Information as to frequency of dif- 
ferent directions and velocities is im- 
portant in connection with the orien- 
tation of hangars, and the layout of 
runways. Visibility varies materi- 
ally on different sides of cities, and to 
some extent the same is true of fog at 
places along the coasts, or near large 
inland bodies of water. River valleys 
and other low-lying fegions are on 
this account to be avoided, so far as 
possible. 

A knowledge of the precipitation 
characteristics of a place is useful in 
connection with grading and draining 
the landing fields. If heavy snowfalls 
are to be expected, provision should 
be made for quickly clearing the land- 
ing fields, particularly the runways. 

(b) Climatological factors useful 
in determining regular flight sched- 
ules include resultant winds at fly- 
ing levels; frequency of different 
wind velocities, classified by direc- 
tion, at flying levels; frequency of 
widespread storms; frequency 
and intensity of thunderstorms; fre- 
quency of low clouds and fog; visi- 
bility; and general character of pre- 
cipitation. 

In determining flight schedules for 
any proposed airway the most im- 
portant datum is, of course, the cruis- 
ing speed of the aircraft employed. To 
this must be added, or from it sub- 


tracted, the resultant wind at different ~— 


points along the route. This corrected 
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value forms the proper starting point 
or basic datum for schedule fixing. 
Normally, in the course of a year or 
any other period adopted, flights would 
be completed on or ahead of the sched- 
ule based upon this value approxi- 
mately fifty per cent of the time. Ob- 
viously this would not be a satisfactory 
schedule. A guarantee of at least as 
high a percentage of arrivals on time 
as is realized by other means of trans- 
portation, would seem to be desirabie. 
But, whatever percentage performance 
is adopted as satisfactory, appropriate 
time schedules can be determined from 
an analysis of the climatological fac- 
tors above enumerated. Of ihese by 
far the most important is the frequency 
of head and cross winds, resolved into 
components parallel and perpendicular 
to the course. Since, in general, wind 
velocities increase with altitude, and 
since, moreover, in middle latitudes 
westerly winds are more frequent than 
are easterly, it would usually be found 
that the most efficient altitude for reg- 
ular flying would be lower for west- 
ward than eastward trips. Consid- 
eration should also be given to other 
factors, such as the frequency of wide- 
spread storms and thunderstorms, low 
clouds, fog, poor visibility end heavy 
precipitation, especially snow, some of 
which might not only delay but oc- 
casionally altogether prevent flights. 
2. Average values, though essential 
for the purposes above outlined, are 
useless in individual, day-to-day fly- 
ing, which requires, first, frequent 
reports as to conditions all along the 
route; and second, weather forecasts for 
one, two, three, etc., hours, depending 
upon the length of the flights and the 
means of communicating supplemen- 
tary information en route. Fog, visibil- 
ity, cloudiness, including height of low 
clouds, precipitation, thunderstorms 
- and squalls, and wind direction and 
velocity at different heights are the 
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principal meteorological elements con- 
cerning which information should be 
available at all times. Provision 
should be made for observations of 
these elements at selected points along 
a course, taken at regular stated inter- 
vals, enc for supplementary observa- 
tions at times when conditions are 
changing rapidly. A system of com- 
munications should be devised and 
installed so that this information can 
be disseminated quickly to all air- 
ports, and to aircraft in flight, when the 
latter are equipped with radio. 


STATISTICAL INFORMATION Now 
AVAILABLE 


The climatic characteristics of all 
parts of the country are known in con- 
siderable detail through the records 
that have been accumulated and sum- 
marized by the Weather Bureau at 
about 200 regular, fully equipped sta- 
tions, and at about 4500 additional co- 
operative stations. The data for the 
latter are less complete than those 
for the former, but nevertheless in- 
clude prevailing wind direction, aver- 
age cloudiness, frequency of fog and 
thunderstorms, frequency and amount 
of precipitation, and in many cases 
tempereture means and extremes. 
The 200 regular stations,. located for 
the most part in the larger cities, have 
in addition detailed information con- 
cerning wind velocities, including the 
occurrence of gales. In some places 
that may be selected for airport sites, 
remcte from stations of either class, it 
migkt be necessary to make a series 
of special observations in order to 
determine the proper orientation of 
buildings, ete., but it is believed that 
in general the data now available are 
sufficient, in large part, for the pre- 
liminary or ground organization stage 
of airways. 

For the next step, that is, the de- 
termination of schedules, there is an 
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abundance of data for all parts of the 
country east of the Rocky Mountains. 
These data have been secured by means 
of kites and balloons, and have been 
summarized in such a way as to show 
average and extreme winds, frequency 
of different directions and of different 
speeds at all altitudes likely to be used 
in flying. ‘There is considerable sim- 
ilar information, not yet summarized, 
for the Pacific Coast States but very 
little between them and the Plains 
States, althodgh a study of the air 
mail records between Cheyenne and 
San Francisco indicates in some meas- 
ure the wind characteristics of this 
region. Data as to visibility and cloud 
frequency and height are likewise 
abundant except for the mountain and 
plateau regions of the west. 


Much of the information above re- 
ferred to has been summarized in one 
form or another but for the most part 
these summaries, prepared for other 
than aeronautical needs, give data 
concerning meteorological elements of 
little use in aeronautics, and omit other 
data a knowledge of which is vital, 
such as visibility, cloud heights, etc. 
The Weather Bureau is, therefore, now 
engaged in preparing, for early publi- 
cation by the Department of Com- 
merce, Aeronautics Branch, a series of 
bulletins, one for each State, summariz- 
ing in concise form the meteorological 
elements affecting aeronautics. Be- 
sides the State bulletins there will be 
brief statements describing general 
conditions at all main airports and at ~ 
many of the intermediate landing 
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fields along designated airways. Some 
cf these bulletins are practically ready 
for publication now, and the remainder 
are being prepared as rapidly as 
practicable. 


EXPANSION OF SERVICE 


By far the most important service 
that meteorology can render aeronau- 
tics is that of furnishing up-to-the- 
minute weather reports for all sched- 
uled flights. Prior to July 1, 1926, 
this had been done in the case of special 
projects, such as transcontinental and 
trans-Atlantic flights, national and 
international balloon races, etc. The 
passage of the Air Commerce Act of 
1926, and of an appropriation for put- 
ting its provisions into effect, has made 
possible the development of a regular 
service specially designed for the needs 
of aeronautics. Action to organize 
such a service was taken in July, 1926. 
At that time the Weather Bureau had 
sixteen pilot balloon stations in the 


United States proper as shown in 
Figure 1. It was recognized that there 
should be additional stations of this * 
type along the airways then in exist- 
ence or soon to be organized, and the 
funds provided by the appropriation 
permitted the establishment of nine- 
teen such stations, the locations .of 
which are also indicated in Figure 1. 
In some eases it was found possible to 
conduct this work satisfactorily at the 
city offices of the Weather Bureau, 
maintaining contact with the airports 
by telephone. In other cases, where 
suitable facilities were available, the 
balloon work has been placed at the 
airports owing to their considerable 
distance trom the city offices, or to the 
poor observing conditions at the latter 
on account of smoke. This arrange- 
ment, having the meteorologist at the 
airport where he can personally discuss 
the weather conditions with pilots, is 
the ideal one, and it will probably be 
adopted quite generally as aeronautics 





Tick Layer or Strato COMULUS 
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develop into a twenty-four-hour serv- 
ice, andeas facilities, including .quar- 
ters, personnel, and communications 
are mace available. 

The upper air data concerning wind 
direction and velocity are important, 
since they determine at what height a 
pilot can make the best speed. Many 
instances have been reported in which 
this information has resulted in a much 
quicker trip than would have been 


O Exteblished during 1926 
O Enstrblished before 1926 
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ticular attention is given to these con- 
ditions, not only at the upper air sta- 
tions, but also at thase Weather Bureau 
stations where observations are con- 
fined to surface weather, and in many 
cases at intermediate points along the 
airways. 


EXCHANGE OF REPORTS 


The observations are of little use 
unless they are maae known to pilots 
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possible ctherwise, and in one case it 
enabled a pilot flying from Cleveland 
to Chicago to establish a new record. 
Of greater importance, however, is 
a knowleage of surface weather condi- 
tions, since these determine whether or 
not any flight at all can be made. Fog, 
low-lying clouds, excessive rain, sleet 
or snow, severe thunderstorms, and 
very poor visibility render flying 
hazardous and impracticable. Not 
always will this be so, but in the present 
state of tke art it is. Therefore, par- 


at the proper time, which of course is 
just before he begins his flight. This 
is an easy matter, so far as the condi- 
tions at the starting point are con- 
cerned. But naturally he is much 
more interested in conditions at his 
destination and at all points along his 
route. As soon, therefore, as the 
observing stations were established, 
steps were taken to inaugurate as com- 
plete a' system of weather reports as 
was possible with the funds provided, | 
along all commercial airways that 
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were officially recognized as such by © 


the Department of Commerce. Figure 
2 shows these airways. Two of them, 
Atlanta-Miami and Philadelphia-Nor- 
folk, suspended operations during the 
winter, but the remainder have main- 
tained very nearly regular schedules 
during most of the time since July, 
1926. 

The points between which weather 
reports are exchanged are also indi- 
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be under absolute control, either radio 
or leased. wire, since otherwise there is 
bound to be occasional delay when the 
volume of commercial business is large. ` 
However, by “priority” arrangement 
the present system has for the most 
part proved to be quite satisfactory. 
Whether sent by radio, telegraph, or 
telephore, the reports are. based upon 
observations made as short a time 
before tne take-off as possible and still 


FIGURE 2 


© Upper wind and surface re 
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System or WEATHER REPORTS Orcanizep BY THB Weatner Bureau FOR COMMERCIAL AIRWAYS 


cated in Figure 2. There are in addi- 
tion several stations, thus far mam- 
tained by the Post Office Department, 
on the transcontinental airway from 
New York to San Francisco. The 
reports on this airway and also those 
on the Salt Lake City-Los Angeles Air- 
way are transmitted by radio. Those 
on all other airways are sent by com- 
mercial telegraph or telephone, which- 
ever is the more prompt and depend- 
‘able. Ultimately it is planned to have 
a system of communications that shall 


assure their receipt in time for use. 
For example, through the courtesy of 
the Colonial Air Transport officials, 
the writer recently had the privilege of 
going by airplane from Hadley Field 
(about forty miles south of New York) 
to Hertford, Conn. The start was 
made at 5 a.M., and a weather report 
from Hartford was received at 4.50 
A.M. As this report came by tele- 
phone, it showed conditions prevailing 
practizally at the time of take-off. 
When reports are sent by telegraph, 
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there is a somewhat longer interval, 
but seldom is this greater than half to 
three-quarters of an hour. In all cases 
the reports give the general character 
of the weather, as clear, overcast, rain, 
snow, etc.; ceiling or height of low 
clouds; visibility; and wind direction 
and velocity. In some of them pres- 
sure and temperature are included; 
also, upper wind direction and velocity 
at different levels from stations where 
pilot balloon observations are made. 
Reports of upper winds at night are 
based upon observations of pilot bal- 
loons from each of which is suspended 
a small paper container with a lighted 
candle inside (a miniature Japanese 
lantern). With this simple and inex- 
pensive device it is possible to follow 
tae balloons well above normal flying 





BEGINNING or a WEATHER Bureau Pitot 
BALLOON ASCENSION 


Small rubber balloons, filled with hydrogen, 
are followed, ın their ascent, by means of a 
theodolite The readings of the horizontal and 
vertical circles enable the observers to con- 
struct a horizontal projection of the balloon’s 
path and te determine the wind direction and 
velocity at various altitudes 
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WEATHER Burrat THEODOLITE 


Kates and balloons are watched through the 
telescope, and the angular readings on the 
circles make possible the determination of wind 
velocity and direction 


levels. Wherever balloons are used, 
either day or night, the ceiling is of 
course easily determined. In some 
places it is observed by means of a so- 
called “ceiling light” which projects 
a spotlight at an angle of forty-five 
degrees. The observer then paces off, 
or otherwise measures the distance 
from the ceiling light to a point exactly 
underneath the light on the clouds, and 
this distance is of course the same as 
the height of those clouds. In the” 
absence of balloons or ceiling lights the 
cloud height is estimated as closely as 
possible by eye observation. Visibility 
is determined by noting the greatest 
distance at which conspicuous objects 
(lights at night) can be seen. Wind 
vane or cone and an indicating or 
“buzzer type” anemometer readily 
provide the surface wind data. Tem- 
peratures are ordinarily of little con- 
cern, but are wanted when they are 
near and below freezing, since the for- 
mation of ice on the planes when pass- 


METEOROLOGY AND Its APPLICATION TO FLYING 
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BEGINNING OF A Wratner Borgau KITE 
FLIGHT 


Attached to the kite is a small instrument 
known as a meteprograph. Upon a clock- 
driven cylinder small pens automatically record 
air pressure, temperature, humidity and wind 
velocity at various altitudes Wind direction 
is determined from the direction in which the 
kite flies 


ing through clouds or fog at these tem- 
peratures is one of the most serious 
problems with which the pilot has to 
deal. Very low temperatures also re- 
quire proper protection in the form of 
heavy clothing, or arrangement for 
heating the cockpit and cabin. Baro- 
metric pressure readings make pos- 
sible suitable adjustment of altimeters. 
This is important if the pressure gradi- 
ent is steep, as otherwise an altimeter 
is likely to indicate a height that is 
considerably in error, thus making 
landing a difficult and possibly a haz- 
ardous matter. 


FoRECASTS 


In the early days of flying, pilots in 
general paid comparatively little at- 
tention to forecasts, unless a very long 
flight was contemplated. For short 
trips current reports were deemed suf- 
ficient. Many experiences, however, 
some of them involving considerable 
hazard and a few of them resulting in 
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accidents, have shown very clearly that 
a condition reported as existifig at any 
civen time may, and often does, change 
decidedly in the course of so short a 
period as an hour or so. The pilot, 
therefore, now wants not only a current 
report, but also a statement as to what 
is likely to occur during his flight. 
This feature of the service has been de- 
veloped for nearly all of the commer- 
cial airways, and will shortly be ex- 
tended to the remaining ones. The 
forecasts are what may be designated 
“short range”; that is to say, they 
cover specifically the time and route of 
each scheduled flight, and are issued 
shortly before the beginning of that 
flight. They give the forecaster’s 
opinion as to probable changes in ex- 
isting conditions. In addition to 





BEGINNING or 4 WEATHER BUREAU SOUNDING 
BALLOON ÅBCENSION 


These balloons carry self-recording instru- 
ments to great heights, the record being about 
20 mies. Records of pressure, temperature, 
moisture and wind at various heights are 


obtained. 
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these short range forecasts the usual 
forecastse for twelve to twenty-four 
hours are available and these are useful 
in a general way in planning the next 
day’s program Forecasters do not 
pretend to say whether or not a flight 
should be made. They endeavor sim- 
ply to point out what, in their judg- 
ment, the weather will be, leaving to 
the pilots or those in charge of flying 





CAPTIVE BALLOON ASCENSION ON MOUNT 
Wurrnry, CALIF, 


operations the decision as to whether 
or not the flight should be undertaken. 


Tre FUTURE 


Those of us who believe in aero- 
nautics, and the number is happily 
growing by leaps and bounds, foresee a 
development in the not distant future 
when it will occupy a prominent place 
in the commercial life of the nation, 
not supplanting, but supplementing 
in a large way other types of trans- 
portation. This development means 
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Foa ÁPPROACHING MountaIn Top FROM 
VALLEY HELOW 


a similar expansion and intensifica- 
tion of meteorological service. With 
twenty-four-hour flying it will be neces- 
sary to have a meteorologist on duty 
throughout the day and night at all 
important airports, and to arrange 
also for special reports from inter- 
mediate points. A prompt and ef- 
fective system of communications will 
be developed whereby not only will 
weather reports and forecasts be ex- 
changed between airports as at present, 
but in addition, when conditions jus- 
tify such action, warnings will be 
radioed to aircraft in flight or sent to 





Krrs FLYING AT SEA 


METEOROLOGY AND [T8 APPLICATION to FLYING 


intermediate landing fields where sig- 
nals will advise pilots to land or turn 
back, if necessary. Upon an adequate 
system of communications depends in 
large part the success of meteorological 
service; in fact, communications may 
be called the “backbone” of the serv- 
ice. With such a system and with 
weather reports and forecasts for all 
flights, day and night, the hazards of 
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flight which unfortunately, and in 
considerable measure unjustifiably, 
loom large in the public consciousness 
will vamsh, and aeronautics will 
“come into its own.” It is along these 
lines—providing detailed and inten- 
sive meteorological service—that the 
Weather Bureau and the Aeronautics 
Branch of the Department of Corn- 
merce are now working. 


Air Regulations 


By W:r:iiam P. MacCracken, JR. 
Assistant Secretary of Commerce for Aeronautica 


HE Ajr Regulations of the De- 

partment of Commerce, authorized 
by the Air Commerce Act of 1926, were 
put inte effect on December 81, 1926, 
and cover five of the six main divisions 
into which civil aeronautic activities 
may be grouped. The sixth subject 
will be covered by regulations within a 
short time. 


REGULATIONS OF THE AIR COMMERCE 
Act 


These six divisions are as follows: 

1. Licensing of aircraft. 

2. Licensing of airmen. 

8. Marking of aircraft—licensed 
and unlicensed. 

4. Requirements in the operation 
of aircraft. 

5. Air traffic rules. 

6. Rating of air navigation facili- 
ties. 

Certain classes of aircraft must be 
licensed, specifically those engaged in: 

A. Carrying persons or proverty for 
aire or reward, or the United States 
malls— 

1. Between two or more states, or 
to or from foreign countries; as from 
Chicago to Dallas, Texas, or from 
New York or Portland, Maine to 
Montreal, Canada. 

2. Between two points in one state 
if a part of the flight is over another 
state, as from Buffalo to New York, 
via Susquehanna, Penna.; or from 
Buffalo, thence over any part of 
Pennsylvania, and hence back to 
Buffalo. 

3. Between two points in one state 
if it is a part of a through carriage 
between points in different states, or 
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countries, as from Los Angeles to 

San Francisco, Calif., as a part of the 

carriage between Los Angeles and 

Seattle, Wash., or from San Antonio, 

Texas, to Laredo, Texas, as a part of 

the carriage between San Antonio 

and Monterey, Mexico. 

4. Within the air space over the 
District of Columbia or any territory 
or possession of the United States. 
B. Flying between points in different 

states, the District of Columbia, or 
territories or possessions of the United 
States, or to or from any foreign country, 
for the operation in the conduct of a 
business, as where the aircraft is used 
in a business in one state, territory, or 
possession of the United States, or the 
District of Columbia, and is flown to 
another state, territory, or possession 
for use in the business in that state, 
territory, or possession. Applied to 
concrete facts, it includes the aircraft 
which is used in state “A” for exhibi- 
tion purposes, or the carriage there of 
persons or property for hire or reward, 
and is flown to state “B” for exhibition 
purposes or for the carriage there of 
persons or property for hire or reward. 

Aircraft belonging to the United 
States, states, territories, and pos- 
sessions, and to political subdivisions, 
will be licensed if request for such 
action is made. 

Rating of aircraft is made on the 
basis of airworthiness, which is de- 
pendent upon these fectors: 

A. The structural strength of wings, 
ailerons, tail surfaces, fuselage includ- 
ing engine mount, and landing gear. 

B. Cockpit, cabin and control ar-~ 
rangements. 
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C. Pówer plant and power plant 
installation. 

D. Equipment and instruments. 

E. Propellers. 

F. Fittings. 

_ G. Materials and workmanship. 

H. Flying characteristics and qual- 
ities. 

Airplanes are classified according to 
gross weight in pounds, as 

Class 1. Up to 2500. 

Class 2. Over 2500 to 4500. 
Class 3. Over 4500 to 7500. 
Class 4. Over 7500 to 18,500. 
Class 5. Over 13,500. 

In specifying the airworthiness re- 
requirements, the Department of Com- 
merce has determined such safety 
factors for wings, control surface and 
systems, fuselages, landing gear, and 
fittings as will elimimate danger from 
structural weakness in aircraft meeting 
these requirements. 


APPROVED Typp CERTIFICATE 


To expedite licensing of airplanes, 
the Department has provided for the 
use of an approved-type certificate. 
This certificate will be issued to a manu- 
facturer if the Secretary of Commerce 

- approves his airplane design, which 
must be accompanied by full details of 
constructions, power plant, stress analy- 
sis, etc., and if the aircraft passes the 
prescribed flight tests. 

After such a certificate has been 
issued, airplanes manufactured accord- 
ing to the approved type may be 
licensed, providing they pass the neces- 
sary flight tests, and are accompanied 
by the manufacturer’s affidavit showing 
they have been built according to 
specifications in the application for 
the approved type certificate. This 
system will greatly reduce the amount 
of inspection réquired. 

Airplanes already in use will be 

~licensed if they are found to be of 
proper design, assembly, and work- 
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manship, and of suitable materials and 
equipped according to the regulations, 
after passing the regular flight tests. 
These tes:s and examinations will be 
made by aeronautic inspectors of the 
Department, at such places and times 
as shall be specified by the Secretary of 
Commerce. An endeavor will be made 
to have these inspections take place at 
points mcst convenient for owners. 


VIOLATIONS 


Violations of the regulations may be 
penalized by revocation or suspension 
of the airmen’s license, and imposition 
of civil penalties. Some of the specific 
causes fo” such action are: 

A. Operation of aircraft requiring 
a license without the same, or in viola- 
tion of the terms thereof. 

B. Making false statement in appli- 
cation or information accompanying 
the application for the license, or in any 
report required under these regulations. 

C. Equipping the airplane with a 
type of engine not specified in the 
license or approved by the Secretary of 
Commerze. 

D. Remodeling the engine and using 
it to propel licensed aircraft without 
“he aircraft having been first rerated as 
airworthy by the Secretary of Com-. 
merce. 

E. Remodeling the airplane structure 
and flying the airplane without having 
it rereted as aurworthy by the Secretary 
of Commerce. 

F. Failing to make proper and 
seasonable reports. 

The licensing of pilots and mechanics 
is fully as important as the licensing of 
aircraft. By the regulations, persons 
in command of licensed airplanes in 
flight must be licensed pilots, and per- 
sons repairing or adjusting licensed 
aircraft in flight, or in charge of ground 
inspection, overhauling, or repairing of 
licensed aircraft must be licensed 
mechanics. An exception to the latter 
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stipulation is that a workman or me- 
chanic may engage in such repair work 
on licensed aircraft without being 
licensed if he does so under the super- 
vision of. a licensed mechanic. 


REQUIREMENTS FOR Priors 

Licensed pilots are classified as pri- 
vate and commercial pilots. Com- 
mercial pilots are further divided into 
groups, as transport pilots, limited 
commercial pilots, and industrial pilots, 
Transport pilots are qualified for all 
operations approved by the regulations. 
Limited commercial pilots are re- 
stricted to the carrying of persons and 
. property for hire within a short dis- 
tance of a specified airport or field. 
Industrial pilots are licensed for aerial 
photography, cotton dusting, ete., but 
may not carry passengers for hire. 
Licensed mechanics are classed as en- 
gine mechanics and airplane mechanics. 
A plurality of licenses may be held by 
one person. 

The minimum age for industrial 
pilots, limited commercial pilots and 
transport pilots is eighteen years. The 
minimum age for private pilots is six- 
teen years. Industrial, limited com- 
mercial, and transport pilots must be 
citizens of the United States or of 
a foreign country granting similar 
privileges for United States citizens. 
Private pilots may be citizens of any 
country. 

Up to December 31, 1927, the De- 
partment will approve applications for 
transport, limited commercial, and in- 
dustrial pilots’ licenses by pilots who 
have filed their first naturalization 
papers, and who meet all other require- 
ments. 

Before being licensed, transport pilots 
must have had one hundred hours of 
solo flying, of which at least five hours 
must have been within sixty days prior 
to the filing of the application. Before 
being licensed, industrial and limited 
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commercial pilots must have had fifty 
hours of solo flying, of which at least 
five hours must have been within sixty 
days prior to the filing of the applica- 
tion. 

Adequate physical examinations are 
required for licensing of all classes of 
pilots, with the greatest stress laid upon 
the qualifications for transport pilots 
and commercial pilcts. 

Transport pilots must pass examina- 
tions on the air trathe rules, practical 
and theoretical tests in elementary 
engine and plane mechanics and rigging, 
and a theoretical examination in the 
fundamentals of meteorology and air 
navigation. They raust pass a prac- 
tical flight test including landing close 
to a mark, with and without engine, 
figure-eight turns, emergency maneu- 
vers, stalls, side slips, etc. Limited 
commercial pilots must pass similar 
examinations. 

Industrial pilots must also pass an 
examination on air traffic rules and 
must pass the practical flight test 
prescribed for transport pilots, except 
that the distance for cross-country 
flight shall be sixty miles. 

Private pilots must maneuver at 
800 feet around two pylons or buoys 
1500 feet apart, making a series of five 
figure-eight turns, and also must make 
three satisfactory landings to a full stop. 

Times and places for examinations 
for pilots’ licenses will be designated by 
the Secretary of Commerce. The 
examinations will be conducted by 
designated aeronautic inspectors of the 
Department of Commerce. 

Unless sooner revoked, transport 
and limited pilots’ licenses shall remain 
in force for six months and industrial 
and private pilots’ licenses for one 
year. Renewals may be made when 
the applicant’s physical condition has 
not changed, providing he has had at 
least ten hours of solo dying within the ~ 
last sixty days if a transport pilot, at 
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least twenty-five hours within the last 
year if an industrial pilot, and at least 
ten hours in the last year if a private 
vilot. Provision is made for exten- 
sions, or securing new licenses if re- 
newals are not possible under existing 
conditions. 


MECHANICS? Licenses 


Mechanics’ licenses are in force for 
two years, unless sooner suspended or 
revoked. Provision is made for re- 
newals and extensions at the end of 
that time. Pilots’ and mechanics’ li- 
censes will be suspended or revoked for: 

A. Violating any provision of the 
Air Commerce Act of 1926 or these 
regulations. 

B. Carelessness or inattention to 
duty. 

C. Unsound physical condition, or 
any demonstration of incompetency 
in the operation or repair of aircraft. 

D. Being under the influence, or 
using, or having personal possession of 
intoxicating liquor, cocaine, or other 
habit-forming drugs while on duty. 

E. Refusal to exhibit license upon 
proper demand. 

F. Violating air traffic rules. 


AIRCRAFT LICENSE NUMBER REQUIRED 


In order to carry out the regulations, 
and in particular to enforce the air 
traffic rules, both licensed and unli- 
censed aircraft are required to be iden- 
tified by suitable license numbers or 
marks, as prescribed by the Depart- 
ment of Commerce. In other words, 
license numbers or identification marks 
must be shown by every civil aircraft, 
regardless of its use. , Aircraft belong- 
ing to the United States government, 
and licensed airplanes engaged in racing 
or experimental work, will be assigned 
special numbers or symbols. For in- 
stance, the first airplane of the Depart- 
ment of Commerce was designated by 
the combination, N-1. 
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A licensed aircraft is identified by the 
license number which is asstgned it. 
This number will be preceded by one 
of the folowing: 

The Roman capital letter “C” 
(meaning commercial) for craft engaged 
in carrying persons or property for hire 


_ or reward, or United States mails, or in 


furtherance of a business. 

The Roman capital letter “S” 
(meaning State) for craft used solely 
for governmental purposes and be- 
longing to states, territories, posses- 


. sions or municipalities. 


The Roman capital letter “X” 
for licensed aircraft. 

Unlicensed aircraft will be identified 
only by the number assigned it, and 
will in no case be preceded by a letter. 
Licensed airplanes in all cases bear a 
letter preceding the number so that 
distinguishing between licensed and 
unlicensed aircraft is a simple matter. 


Marks, SYMBOLS, DESCRIPTIONS 


Identification marks for airplanes 
are placed on the lower surface of the 
lower left wing, and the upper surface 
of the upper right wing. The marks 
also are placed on both sides of the 
rudcer By special approval of the 
Secretery of Commerce other designs, 
marks, symbols or descriptions may be 
placed upon aircraft if they do not 
moaify, or in any way impair, the 
visibility of the regular identification 
mark. 


REQUIREMENTS IN OPERATION 


The owner of an aircraft is charged 
with the continuous duty of maintain- 
ing it in a proper state of repair and 
flying condition after it is licensed, and 
between its government inspections for 
airworthiness. Violation of this duty 
will result in revocation of the aircraft 
license. 

A general inspection of the control 
system, landing gear, main external 
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bracing, control surfaces, power plant, 
and propellers must be made at least 
once within each twenty-four hours 
preceding flight, and the results entered 
in a log under signature: After each 
one hundred hours of flight a periodic 
inspection must be made covering 
engine installation, control system 
throughout, propeller alignment, and 
fuselage, including fittings, tail skid, 
and tail shock absorbers. Department 
of Commerce inspectors must be per- 
mitted to inspect the aircraft at any 
time and place. 

A licensed pilot must not carry 
passengers for hire or reward in an air- 
plane or seaplane unless he has piloted 
an airplane or seaplane of that class for 
at least two hours within the last 
preceding ninety days, except when he 
makes practice flights in the airplane of 
such class for at least one-half hour, and 
takes it off and lands it at least ten 
times. Three of these landings must 
be to a full stop. 

A transport or limited commercial 
pilot must not carry passengers for hire 
or reward at night unless he has had 
at least one hour of night solo flying 
within the last preceding thirty days, 
unless he makes a night practice flight 
of at least one-half hour with ten land- 
ings, three of which are to a full stop. 
Aircraft making such night flights 
must be equipped with approved land- 
ing and navigation lights, and also an 
approved signalling device. 

Airplanes making cross-country 
flights of one hundred miles or more 
and aircraft operating over bodies of 
water beyond the sight of land must be 
equipped with a compass. In the latter 
instance, the airplane must be pro- 
vided with food, water, lights, signal 
device, and life preservers or other 
approved flotation devices. 

A seriously damaged licensed air- 
plane must not be flown with passen- 
gers for hire or reward until fully 
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repaired and its flying condition ap- 
proved by an aeronautic inspector. 
Accidents to licensed aircraft and 
serious injury or death must bereported 
immediately to the Department of 
Commerce. 

A complete navigation and engine log 
book must be kept for each aircraft. 
A navigation summary report made out 
in duplicate must be sent to the De- 
partment of Commerce every three 
months. This must cover the number 
of miles flown, the duration of use of 
each engine, engine installation and 
repairs, and the plane structure and 
rigging changes and repairs. 


Are Trarric RULES 


The air traffic rules detailed in the 
Air Regulations of the Department of 
Commerce must be obeyed by every 
aircraft flown over the United States, 
regardless of its class or the personnel 
operating it. 

These traffic rules cover the folowing 
subjects: 

1. Use of civil airways. 

2. Giving way order and duties. 

8. Crossing. 

4. Approaching. 

5. Overtaking. 

6. Height over congested and other 
areas, and assemblies. 

7. Acrobatic flying. 

8. Dropping objects. 

9. Operation of seaplanes on water. 

10. Landing rules. 

11. Lights. 

12. Day marks. 

13. Signals. 


Arg NAVIGATION FACILITIES 


The Department of Commerce has 
adopted a tentative program for rating 
airports and landing fields, which will 
be submitted by bulletin to all those 
interested in this matter. A period of 
time will be allowed for criticisms and 
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suggestions, after which regulations 
will be promulgated covering the en- 
tire subject. This rating will include 
facilities and night lighting equipment, 
in addition to size of the field and con- 
dition of the ground. 

The rating will consist of three letters, 
the first to cover the general equip- 
ment, the second to indicate the night 
fying facilities, and the third to desig- 
nate the size of the field and its safety 
for operators. 

The highest rating will be “AAA.” 
An airport, thus designated, will have 
all necessary equipment for operation 
by day and night, transportation and 
communication to the nearest city or 


town, quarters and meals on the field 
for visiting airmen, and will dfer safe 
landing for at least 2500 feet in any 
direction, with clear approaches, or 
will have at least eight-way landing 
for 2500 feet, the landing strips or run- 
ways not to cross or converge at angles 
of less than forty-five degrees. 

Coöperation between the public, 
aircraft operators, and the personnel 
charged with the administration and 
enforcement of these regulations will 
do much toward advancing the appli- 
cation of aircraft to commerce, industry, 
and recreation, all of which are of 
vital importance to national prosperity 
and security. 


Two Sciences—Medical and Aeronautical 


By Artur La Ron, M.D. 
Captain (Flight Surgeon), Medical Officers’ Reserve Corps, United States Army 


NDOUBTEDLY to many, it 
will require a stretch of the im- 
agination to consider the two sciences 
of medicine and aeronautics as having 
anything to do, the one with the other 
There are, of course, certain indirect 
associations, aS when the airplane 
evacuates the most seriously wounded 
from the zone of advance to a base 
hospital, far out of reach of even the 
longest range guns; or medical supplies 
are dispatched by air to detached com- 
mands; or, in civil life, the doctor is 
flown to his patient in some out-of-the- 
way place. Here, however, the one 
is merely making use of the other, just 
as big businesses do. 


RELATIONSHIP BETWEEN THESE 
ScIENCES 


But is there any direct relationship 
between medicine and the science of 
aeronautics? Has medicine anything 
of material aid to add to the advance- 
ment of aviation? A proper reply to 
these questions should prove highly 
interesting to those engaged in both 
activities, and to those laymen who 
have an interest in either the one or the 
other. Quite obviously medicine can 
add nothing to flying from the engi- 
neering aspect. What it has to offer 
has to do with the actual operation or 
practice of flying. It deals with the 
element of safety in the air. 

In general the factor upon which 
the universal adoption of aviation by 
the public most largely depends is the 
factor of safety. Quite certainly if 
aviation were assuredly perfect from 
she standpcint of safety, it would be 
quickly accepted by the traveling 
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public. The public entertains a cer- 
tain skepticism regarding the extent 
to which this factor has been developed. 
This is evident from the nature of the 
reply so commonly made to an invita- 
tion to fly. “No, thank you, old chap, 
I’m sorry, but I have a really important 
engagement tomorrow,” is a fairly 
typical one. The thought of aviation 
seems to bring to the lay mind an idea 
of sudden and violent death. Strangely 
enough, our human psychology being 
what it is, patronage is never denied 
the motor car because of its lack of 
this factor. And this in spite of its 
thirty to forty odd thousand fatalities 
annually im this country alone. One 
of my good friends, who resolutely 
repels every attempt at an approach 
on the subject of the air, is a reckless 
demon with his motor car. I feel that 
I take my life in my teeth when I ride 
with him. He really should fly. He 
would be much safer in the air, as 
would be also those poor mortals on the 
ground who are at his mercy when he 
drives. 


Fruyine Is SAFE 


The public estimate of the relative 
safety and danger in flying is, as some- 
times occurs, grossly in error. The 
factor of safety has already long since 
been brought up to a parity with the | 
corresponding factor in other methods 
of transport, such as the motor car, 
the rails, and the vessels afloat. Un- 
deniably aviation did pass through an 
exceedingly dangerous period during 
its developmental stage, as did also the 
motor car and the railroad train. The 
pioneers took terrible chances, and the 
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toll in human life has been great indeed. 
The sacrifice has not been wholly in 
vair, however. Flying today is about 
as safe as most of the other activities 
we engage in. This progress has re- 
sulted, first, from a consistent and 
steady development of the science of 
aeronautical engineering; and then 
from the application of the science of 
medicine to the practice of flying, in 
a study of the physical condition of 
the pilot and its relation to the safety 
of ving. 


ANALYZING CASUALTIES 


This matter of accidents in the air 
has received altogether too little of our 
attention. The public gives it none 
at all, except to read the harrowing 
details of the daily calamities that 
befall these foolish enough to risk their 
necks. Even within the industry it- 
self, not enough care has been given 
to a proper analysis of these occur- 
rences, and a searching for the causes 
with a view to their removal. The 
Royal Air Force (British), just before 
the close of the Great War, began a 
very interesting study to determine 
if possible what means might be em- 
ploved to reduce the alarming number 
of casualties in its service. Something 
like four thousand cases were taken in 
whick an analysis was possible. Nat- 
urally enough, a certain number ere 
not amenable to analysis, as where 
there were no competent eye-witnesses, 
or all occupants of the ship were killed. 
These astounding results were an- 
nounced. Two per cent were due to 
enemy gun fire; eight per cent were 
due to structural failure in the appa- 
ratus, either motor or plane; and ninety 
per cent were due to failure on the part 
of the pilot, either physical or mental. 
It is very interesting to note, too, that 
of these ninety per cent due to the 
pilot, seventy-five per cent were due 
to mental, or psychologic, and twenty- 
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five per cent to physical disability or 
handicap. Å 

In commercial use of the airplane 
we need not concern ourselves with the 
enemy’s bullets and archie shells. The 
two per cent are thus eliminated. The 
eight per cent have been materially 
reduced by the progress in engineering. 
At the time when those statistics were 
made up it was a fairly common occur- 
rence for a wing to fall off, a wooden 
propeller to fly apart, or a control 
mechanism ta become jammed. Ships 
of the present day have been improved 
structurally to the point where these 
mishaps do not occur at all. In ships 
of current construction, failure in the 
air is utterly unknown. So much for 
the two per cent and the eight per cent. 
But what about the ninety per cent, 
those due to a failure either physically 
or psychologically on the part of the 
pilot? The science of engineering 
can do nothirg about these, no more 
than it could build a Panama Canal 
until after medical science had eradi- 
cated the mosquito-born yellow fever. 
This is where medicine steps in to add 
more than a “bit” to the safety of this 
newest and most efficient method of 
fast transport. 

How fascinating it would be in the 
light of the more recent medical knowl- 
edge in its relation to flying, to analyze 
some of the very early fatalities in 
flying, those of the period that pre- 
ceded the rapid advances made in the 
art during the war. It has always 
been customary to ascribe all aerial 
accidents, the exact cause of which is 
unknown, to some failure in the ma- 
chine. The pzess report runs some- 
thing like this: ‘It is dificult to account 
for the accident, for Pilot So-and-So 
was an unusually skillful airman. It 
is quite certain that something went 
wrong with his machine.” Now, ac- 
cording to these British figures, if by 
“his machine” is meant the human 
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machine, then the reports are correct 
in about*ninety per cent of the cases. 
Unquestionably, many of our early 
flying men went to their deaths the 
result of some physical or mental handi- 
cap, which could have been discovered 
had flight surgeons existed at the time 
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In all fairness to aviation, and in 
order to have a proper understanding 
of the actual circumstances, we should 
do more than merely analyze the vasu- 
alties. We should classify thern as 
well. It is not just to stigmatize all 
aviation because its most dangerous 
form is constantly at odds witk the 
fates. One wouldn't discredit the 
motor car in general because o! the 
recent accident in Wales, in which a 
racing man was killed while driving 
at 165 miles per hour in an experimental 
car of very high power. And yet we 
see in the news reports that a certain 
disaster has occurred in aviation, and 
jump to the conclusion that all dying 
is unsafe, without so much as consider- 
ing that that particular mishap was in 
an experimental model that was hardly 
expected to qualify. We read con- 
stantly of the many fatalities in our 
military air services, and forget that 
these services are of necessity danger- 
ous in their nature. It doesn’t ‘ollow 
at all that because some young military 
fliers meet with disaster -while they 
practise loops and turns in close mili- 
tary formation, or in mimic combat, 
that I will be unsafe as I fly from city 
to city in a passenger transport plane. 
And a great many of the accidents 
reported in these years just gone by 
are the direct result of flying in =quip- 
ment not airworthy, but flying because 
there were no laws to prevent them 
from flying. Fortunately now in the 
new Air Commerce Act we have a 
means of guarding against the use of 
unairworthy equipment. 
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In this connection we should con- 
sider as an entirely separate group 
those accidents that occur directly as 
a result of meteorological conditions; 
cases where both pilot and ship were 
known to have been in perfect condi- 
tion, but where the elements presented 
an insurmountable obstacle. The un- 
timely death of Charles Ames of the 
Eastern Division, New York-Chicago 
Night Air Mail pilot, would probably 
be properly classified in this group. 
Ames was the victim of an impenetrable 
fog, a rapidly diminishing fuel supply, 
and a heroic determination not to 
sacrifice his ship by use of the para- 
chute, along with a grim adherence to 
the tradition of his service to advance 
the mails. Similarly Lieutenant “Cy” 
Bettis of the army gave up his life in 
like circumstances. He failed by only 
a few feet to clear the top of a moun- 
tain hidden in £ dense fog. His physi- 
cal condition was excellent, and his 
ship one of the army's latest pursuit 


types. 
Aviation MEDICINE 


In order to improve still further this 
element of safety in flying, to study 
these ninety some per cent of accidents 
that are due to the pilot’s condition, 
a new branch of medicine has been 
developed during and since the Great 
War. A specialty within the science, 
now known as aviation medicine. The 
Army maintains a school for training 
physicians in this specialty on one of 
its largest training fields; the Navy has 
one in one of its base hospitals. The 
graduates are called flight surgeons. 
Their duties are first to select the 
cadets for treining from among the 
applicants; then to care for them during 
the training and flying period; to 
“ground” them temporarily or per- 
manently when a condition develops 


making further flying a hazard; and ~ 


to restore them to flying status as 
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quickly as possible when temporarily 
grounded. 

It is not within the scope of this 
paper to detail the course of study in 
aviation medicine. There is available 
a sizable text book on the subject. It 
will probably be of interest, however, 
to point out a few examples to show 
wherein the science of medicine has 
contributed to the safety of flying, and 
to show along what lines the flight 
surgeon works. It has been said that 
anyone who can drive a motor car can 
fly an airplane. To a certain extent 
this is true, but it is a dangerous gener- 
alization. All flying is not alike by 
any means, It is one matter simply 
to get a ship off the ground, sport 
around a little while, and bring it back. 
For sporting purposes and private use 
these ships are the acme of simplicity. 
Flying them is much simpler than is 
driving a car. No clutch, no gears, 
nc brakes, possibly no instruments. 
And by far the keenest sport yet de- 
vised. If ever mere man is truly the 
lord of all he surveys, it is when he sits 
there with that joy stick in his hand. 
In the civilian course of flying that 1 
took, that of the Curtiss Flying Ser- 
vices at Garden City, L. IL., there have 
been several hundred civilians trained 
to fly since Í first began visiting the 
field, and so far without a single failure 
to my knowledge. And in more then 
five hundred student fliers trained in 
seven years there has not yet been a 
single accident, even of a minor nature. 
This is one matter, however, simply 
to fly for a bit of sport now and then. 

It is quite a different matter to take 
a combat ship out over the enemy 
lines, to fly above 20,000 feet, at speeds 
over 250 miles per hour, to watch more 
than a dozen instruments, to be upside 
down as much as right side up, to 
avoid collision with your comrades’ 
planes, and to operate two machine 
guns against the dozen or the hundred 
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enemy skips that are exhibiting the 
same consideration toward “yourself. 
And it is still a different matter to 
take out zhe night mail every night at 
exactly 9.36 o’clock, quite regardless 
of the weather, and to fly through rain, 
and snow, and sleet, or fog. And 
possibly bear the responsibility for the 
lives of a dczen passengers as well. 

Those who argue that all may fly, 
in order o demonstrate a certain uni- 
versality in flying, fail to note that fly- 
ing deals in three dimensions, whereas 
man is natively equipped to operate 
in but two. They fail again, and here 
grossly, to appreciate that all men, 
though they may be born free and even - 
equal, are not born equally equipped 
with the various qualifications that 
enter into the various pursuits of man. 
And those pursuits that are the most 
recently developed find the least num- 
ber of men equipped forthem. Flying 
is probably the latest of man’s acqui- 
sitions. Barring the fair-weather fly- 
ing of sport, and considering only com- 
mercial and military flying as a business, 
it is far from true that any may fly. 
The fact is that very few may fly. In 
this sense flying requires a great num- 
ber of qualities and traits, not any one 
of whick is rare in the race, but all of 
which are found in only a few. Even 
in such a group as the cadets at West 
Point, or the midshipmen at Annapolis, 
far less than half can qualify for mili- 
tary fiving. In the general public 
probably less than ten per cent could 
pass muster. Truly he must be a 
super-man who takes the responsibil- 
ity of flying large groups of passengers 
through the dark and the storm, or of 
defending his country’s honor in her 
first line of defense. 


Toe FLIGET SURGEON at Work 


The flight surgeon studies his man 
in every particular that may have a 
bearing on flying. He demands good 
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vision, not merely in the ordinary 
sense, tltat he must read small print 
at a certain distance. Many tests are 
applied to show, not what vision the 
man has, so much as what he may have 
uuder untoward conditions. For in- 
stance, there must be no possibility 
that the eyes, once in the air, will lose 
their balance, and fail to give the 
stereoscopic effect with which the pilot 
must judge his distance from the ground 
in making a landing. In the ears, he 
must possess not only good hearing, 
but perfect function in that delicate 
apparatus in the internal ear with 
which we determine our equilibrium. 
Three tiny little semicircular canals 
deep within each ear, lined with a 
delicate membrane, and filled with a 
fluid. The whole structure no larger 
than a hazelnut, yet how important 
to the passengers on an air liner those 
six little canals deep within the head of 
the pilot. And an ordinary cold in the 
head may markedly influence the func- 
tion of these little organs. More than 
a few men have gone to their deaths 
because of some simple affair like this, 
that some flight surgeon might have 
warned them of if he had been avail- 
able. And the time is coming when 
a flight surgeon will be required to 
“clear” every pilot carrying passengers 
on every flight. The flight surgeon 
is interested not so much in what is 
the blood pressure on the ground, as 
in what it is likely to be under altitude 
conditions. In the heart action, not 
so much as to its quality under exara- 
ination, as what will be that quality 
under stress or the influence of severe 
emotional strain, as in fright, when the 
pilot suddenly discovers another ship 
dangerously close to his own in a fog. 
To faint under those circumstances 
would not be quite the proper thing 
for a pilot to do. 

From the earliest period of man’s 
evolution he has been called upon for 
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a constantly increasing speed of nerve 
reaction. In this day of flying he is 
called upon for a reaction faster than 
has ever before been demanded. The 
fight surgeon splits a second into 
tenths, yes hundredths, in measuring 
the nerve-reaction-time of his subject. 
And only the very fastest are qualified. 
Suppose that two ships approach each 
other on a given line of flight, each 
traveling at 120 miles per hour, and 
in visibility of only a half mile. This 
gives seven and s half seconds for the 
pilot to see the danger, decide on his 
course of action, and carry itout. But 
visibility is not always of a half mile, 
speeds are not always so slow as two 
miles per minute, and then it takes an 
appreciable time for some ships to 
respond after the pilot has actuated 
the controls, and there is some slip or 
skid in the air as a medium. All of 
this reduces to considerably less than 
a single second the time that the pilot 
has in which to make the proper de- 
cision and act upon it. And yet many 
people have reaction times as slow as 
several seconds. Who would want to 
fly with one such? 

Another interest of the flight sur- 
geon, and one of paramount impor- 
tance as shown by the British figures 
and our own experience, is the mental 
state of his prospective pilot; what 
psychologists call his personality make- 
up. How, in other words. his nerve 
system is put together. Solidly, so 
as to be unruffled even in greatly dis- 
tracting circumstences, or slovenly, 
so as to go to shreds on the slight- 
est provocation. The flight surgeon 
makes a psychoanalysis of his man, to 
determine, with what art he may, his 
adaptability to the varied stresses of 
flying. For, whatever of sport there 
may be in the fair-weather type of 
flying, there are in the business of flying 
stresses that the human economy, 
psychologically speaking, is not natu- 
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rally trained to withstand. Many of 
us live perilously close to the edge of 
mental breakdown, like the so-called 
shell shock cases of the war, many of 
whom never heard a shell explode. 
These were near the edge, and the 
stress of warfare pushed them over. 
The fact is, it is to be seriously doubted 
if arry of us are very far from the edge, 
since we develop only as necessity 
requires. Flying with its demand for 
fast reactions, accurate judgments, 
its great penalties for failures, its ter- 
rific speed, its use of the additional 
dimension, its very intenseness—flymg 
stresses anyone up to very near his limit, 
and only a super-man, psychologically 
speaking, can withstand the stresses 
of the most strenuous flying, such as 
the night mail, or military combat. 


MepicinE Makes POSSIBLE THE 
CONQUERING OF THE AIR 


In general there are two types of 
unfit, the one who under stress just 
quits and becomes sullen, morose, or 
even suicidal; the other who becomes 
excited and panicky and wants to 
break into pieces everything within 
his view. Obviously neither would 
make a good risk as a flier. I know of 
one case where a man quit his ship 
and ook to his parachute merely be- 
cause the engine wasn’t functioning 
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properly, in a place where there were 
plenty of available landing fields. He 
could have saved his ship. Another, 
where a man went mad with rage over 
a similar difficulty and dashed the ship 
into the ground, killing himself and 
another, and sparing but one of the 
occupants of the ship. And still 
another, where a man immediately 
after being advised that he was the 
victim of a ‘dreaded disease, took off 
and dove straight into the ground with 
engine full out-— plainly a case of 
suicide. All of these are cases where 
the dangers of aviation have been en- 
larged upon in the reports, and “some- 
thing went wrong with the machine.” 
Thé flight surgeon attempts to select 
his men with as nearly an even mental 
balance as possible. Thisisof necessity 
the least scientific and the most artful 
of his endeavors, and yet it is produc- 
tive of highly valuable results when 
carried out with the proper authority. 

Thus is the science of medicine, 
apparently entirely foreign to the 
science of aviation, lending its hand 
to the proper and safe development 
of this means of transport. Medicine 
made possible the building of the 
Panama Canal, and history is but re- 
peating itself, as medicine makes pos- 
sible the conquering of the highways 
of the air. 


Aviation Insurance 


By Caartes H. HoLLAND 
President, the Independence Companies, Philadelphia 


HE romantic history of transpor- 

tation and the scarcely less inter- 
esting record of the development of 
insurance are curiously interwoven. 
For whenever man sought new means 
of covering distance he was faced by a 
multitude of hazards to himself and 
his property, calling for new ways of 
protecting his finances. 


History or TRANSPORTATION 
; INSURANCE 


The storm at sea, the hidden reef, 
and the other perils which beset the 
sailor were among the earliest of these 
transportation hazards, and probably 
the first known forms of insurance were 
the “bottomry bonds” placed on the 
small and primitive vessels which 
ventured into the Mediterranean. 

Man progressed. He developed the 
steam engine to propel him over metal 
rails, and there arose the hazards of 
fog-hidden signals, and broken and 
washed-out tracks. Again the insur- 
ance system expanded to compensate 
man for personal injuries received in 
railroad wrecks and to safeguard his 
pocket-book when his goods were 
damaged or destroyed. 

The automobile came and brought 
its own peculiar hazards. Automobile 
insurance thereupon was evolved in all 
its forms of protection against fire, 
theft, collision, property damage and 
liability. Insurance still kept abreast 
of man’s endeavor to conquer space and 
time. 

Latest of all, a new era in transpor- 
tation began, when, one day in 1903, 
a crude, ungainly machine bumped 
along the top of a North Carolina hill, 


rose uncertainly in the air, soared for a 
few moments and then came back to 
earth. Man had begun to fly, but in the 
process soon discovered hazards here- 
tofore undreamed of. As the airplane 
developed in utility and use, the need 
for protection against these hazards 
increased. This led to one of the most 
romantic chapters in the eventful 
history of insurance. - `. 

Until the time of the World War, the 
unfamiliar spectacle of an airplane in 
the sky caused excitement with all who 
saw 1t, but with the return of peace 
the new vehicle became the servant 
of commerce. Soon it was carrying 
mail across continents, and was be- 
ginning to be used for fast express 
package service as well as for passenger 
transport and special duties. 

Even before the war underwriters 
began to consider the possibility of 
developing coverage for the risks of 
flying, a veritable insurance adventure 
hardly inferior to that of aviation itself. 
The first policy was written in England, 
in 1912, by Horatio Barber. However, 
the war put a check to thoughts along 
this lme, and its close found the United 
States with hundreds of war planes, 
now idle, and many aviators who were 
anxious to find employment in flying. 
Thus there began an effort to develop 
commercial flying, and in 1919 there 
arose a sudden activity in aviation 
insurance on the part of eight or nine 
companies. 

The main drawback was the timidity 
of the companies to grant aviation in- 
surance. The result was that no one 
company accepted more than a very 
few of the limes of insutance required 


180 


Aviation INSURANCE 


by those engaged in aviation. At the 
same time, the limits of indemnity were, 
in many cases, insufficient to meet the 
requirements. The aircraft owner, 
therefore, in order to secure anything 
in the nature of comprehensive cover- 
age had to obtain various policies 
from different quarters—some of these 
were foreign policies and there were 
gaps between the different coverages. 
The limits of indemnity were too 
low and in many cases the rates of 
premium very burdensome. This sit- 
uation brought about conditions that 
_ bristled with difficulties for com- 
paxies, agents and brokers, and aircraft 
owners. 

Another drawback was the inexperi- 
ence of most of the insurers. This led 
to the acceptance of many excessively, 
hazardous risks from which large losses 
arose. It brought about higher rates 
of premium than would have been the 
ease if more careful selection of risks 
had been employed. 


ÅLL-IN-ONÐ AVIATION COVERAGE 


It soon became apparent that con- 
ditions had not yet reached the stage 
of a sound underwriting proposition; 
the experiment proved costly to the 
insurance companies and was virtually 
discontinued. Meanwhile, the art of 
flying grew under the irresistible pres- 
sure of civilization’s demand, although 
sadly hampered by the lack of coverage, 
and in the summer of 1926, an an- 
nouncement of complete aviation cover- 
age in one contract was made. This 
means that the hazards of fire, light- 
ning transportation, accidental dam- 
age, theft, robbery and pilferage, public 
liability, passenger liability, property 
damage, tornado, cyclone and wind- 
storm, are all covered in a single policy, 
which, if desired, may be accompanied 
by other policies dealing with per- 
- sonal accidents, cargo risks and com- 
pensation and employer’s liability. 
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RATES . 


In undertaking to meet the insurance 
requirements of the aircraft industry, 
it was recognized that, for the present, 
rates must be largely a matter of Judg- 
ment, there being little available ex- 
perience upon which to base them. 
The underwriter must apply the skill 
and experience obtained by him from 
other classes of business, but so many 
new factors enter into the computation 
of equitable rates for insuring alrcraft 
that no definite figure can be named 
to cover all risks, or even to cover any 
particular type of risk. This means, in 
other words, that each risk must be 
rated upon its individual merits. 
Therefore, in every transaction the age 
and type of plane and engine (with par- 
ticular reference to the number of 
engines and the factor of safety with 
one ar more not working), the fitness 
and experience of the pilot, the topog- 
raphy of the country, the purpose 
and length of the flight, the time 
flown, whether over established air 
routes having adequate landing fields 
sufficiently near together, and the 
question of night flying, all influence 
the judgment of the underwriter in 
arriving at a charge for the coverage. 

Depreciation is a very important 
point by no means to be disregarded. 
Aircraft demands the best of care, to- 
gether with frequent minor replace-, 
ments as cccasion requires. It is 
necessary tkat special attention be 
given to the motor, which needs to be 
taken down and overhauled after every 
75 to 125 heurs flight. If we can be 
guided by the prices set for used 
motors, the value of the engine should 
be written off after 150 or 200 hours of 
flight, unless it has been taken down 
and overhauled at such regular inter- 
vals. In the latter event, the average 
life may be -ncreased to 500 hours, or 
more. 
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The extreme complication of such 
considerttions as they affect the risk, 
and therefore the premium rates which 
should be charged, may easily be imag- 
ined. They make it quite evident why 
companies heretofore have been wary 
about taking chances in so unfamiliar a 
field. On the other hand, a certain 
element of public service is involved. 
The rapid development of aviation has 
an immense bearing upon the welfare 
of tae country, and the insurance com- 
panies would fail unless they found 
means to raise from the aircraft in- 
dustry the handicap of lack of protec- 
tion. 

Some coverage, it is true, has been 
written by foreign insurers, whose 
experience with this class of risks has 
been more extended than that of Amer- 


ican companies; but clearly the busi- 


ness should make a strong growth on 
American soil, as has been the case 
witk every other kind of insurance. 
Most of our states in their compensa- 
tion laws require that the employees of 
aircraft companies, including the pilots, 
be protected by compensation insur- 
ance, and naturally a company under- 
taking this line would desire that there 
should go with it such other lines as it 
, may write. Necessarily, a premium 
income for this class of business must 
be limited because of the infancy of 
aviation, and the principle of averages 
upon which all insurance is based can- 
not become effective unless the business 
be confined to comparatively few in- 
sureng. 

If the business were to be distributed 
among a large number of companies, as 
is the case with other lines of insurance, 
a single loss sustained by any one 
company would disturb its average, and 
it is easy to conceive that the experience 
of most companies would be unfavor- 
able, so that they would withdraw from 
the úeld and leave it without protec- 
tion. 
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On the other hand, if the business is 
confined to a single company or to a 
small group, having as large a spread as 
the nature of the business will permit, 
an opportunity may be afforded for 
profit which would be reflected in the 
rates charged to the policyholders. 
Rates necessarily reflect experience, 
and companies should not write “freak” 
risks, because it would be an injustice 
to the aviation industry if companies 
whose planes are engaged in normal use 
were charged with losses that might 
occur under abnormal conditions. In 
other words, companies should en- 
deavor to underwrite the business as 
conservatively as its nature permits, 
with a view to keeping down its cost 
and extending the range of its pro- 
tection. 


Types or Losses COVERED 


Paralleling, somewhat, automobile 
insurance, the modern aviation policy 
covers three types of loss. First, loss 
to the plane itself; second, injury or 
damage to persons or property in the 
plane; and third, injury or damage to 
persons or property outside of the 
plane. 

In the first group the hazards covered 
are those of fire, theft, windstorm and 
accidental damage. The inherent fire 
hazards in a plane are very similar to 
those found in an automobile, the main 
difference being that when a plane 
catches fire it is seldom within a short 
distance of a fire house, as an automo- 
bile may be. Few planes are stolen, 
although the papers last summer 
carried the story of two which were 
taken from their “parking place” in 
an open field. However, as knowledge 
of airplane operation becomes more 
widespread, and the market for used 
planes and parts increases, the theft 
coverage will doubtless become an im- _ 
portant one. 

Windstorm coverage applies to dam- 
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age suffered by the plane when the 
hangar in which it is housed is struck by 
the wind in such a way as to harm the 
plane. If the plane is aloft and the 
wind damages some part of it so that it 
makes a forced landing and is injured, 
it is covered by the accidental damage 
clause, which protects the owner 
against loss from a wide variety of 
contingencies. 

In the second group of hazards, those 
which threaten injury or damage to 
people or property in the plane, we ¿ind 
such specific coverages as passenger 
liability and, in additional policies, 
cargo risks, personal accident and com- 
pensation, and employer’s liability. 
The passenger liability coverage is an 
important one, as an injured passenger 
might bring suit’ against the company 
operating the plane in a ruinously large 
amount. 

The coverage of cargo risks protects 
the plane owner or the shipper against 
loss or damage to any goods being 
transported, or the common carrier 
against his legal liability therefor. 
Personal accident coverage may be 
taken out by the pilot and passengers to 
cover them in case of injuries. This is 


particularly important inasmuch as 


there are few life and accident policies 
which will cover an aviator. Compen- 
sation and employer’s liability insur- 
ance should be taken out by companies 
operating airplane fleets to protect 
themselves when pilots or ground men 
in their employ are injured in the course 
of their duties. In most states, em- 
ployers are compelled by law to cerry 
compensation coverage, but whether 
recuired to do so or not few emplovers 
care to assume the burden of paying 
compensation claims out of their own 
pockets, and the coverage is therefore a 
popular one in large outfits. 

The third type of coverages, those 
which insure against injury or damage 
to persons or property outside of the 
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plane, includes two clauses, public 
lability and property damage? 

There is almost no limit to the 
amount in which one can be sued for 
injury to a person. Anyone who has 
watched the trend of verdicts in liabil- 
ity suits against motorists must realize 
that juries are inclined to render ver- 
dicts stipulating immense damages. 
The public liability coverage is, there- 
fore, one of iraperative necessity. 

When a plane runs amuck, any 
property it strikes in the process is 
going to be rather severely damaged, 
and insurance to pay for that damage 
and any suits arising therefrom is an 
important adjunct to complete insur- 
ance protection for airplanes. 

Foreign companies—mainly Lloyd’s 
organizations—have insured aircraft 
under policy forms and conditions 
which may be well understood abroad, 
and interpreted by foreign courts, but 
which are not in line with American 
methods. The companies now writing 
aviation insurance have prepared policy 
contracts predicated upon the well- 
established conditions of the fire in- 
surance contract prescribed by the 
various states, and the standard auto- 
mobile policy, so that most of the 
policy provisions already have been in- 
terpreted by the courts and little room 
is left for misunderstanding as to what 
the coverage actually is. The form, 
however, is elastic, and may be broad- 
ened by endorsements as occasion 
requires. 

The aviation business of the com- 
panies writing this class of coverage is 
handied prircipally through special 
departments. Some of their under- 
writers are experienced aviation en- 
gineers who are well qualified to offer 
advice to policyholders having in view 
increased safety. The companies have 
built up an inspection and adjustment 
organizations in keeping with the re- 
quirements of their policyholders, and 
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have developed a very comprehensive 
classification system, whereby all air- 
craft business is classified ‘according to 
the coverage written, subdivided under 
type of use and plane. The losses also 
are classified according to the cause, 
but with a subdivision as to the experi- 
ence of the pilot. 


Causes or Loss 


Aircraft accidents are seldom ever 
due to a single cause: usually several 
factors are involved, among which may 
be mentioned structural defects, engine 
trouble, lack of fuel, weather condi- 
tions, error in judgment, physical ill- 
ness, fatigue and mental confusion. If 
only one of these factors influenced the 
situation the aircraft could usually be 
brought to a safe landing, but if, in the 
case of engine trouble, the pilot be- 
comes confused and does something he 
should not do, or if his judgment is poor 
in an emergency, the result may be 
serious. 

The experiences of the German Avia- 
tion Pool show the majority of the 
serious losses to be the result of engine 
failure, and starting and landing acci- 
dents, which together accounted for 
77.5 per cent of the total number of 
accidents in 1928, 85.7 per cent in 1924, 
and 68 per cent in 1925. From this 
same source we note that of 106 aircraft 
insured in 1925, losses were sustained 
on 58. The Directory of Civil Avia- 
tion in England estimated that within 
the past year landing accidents in that 
country amounted to about 25 per cent, 
engine failure about 25 per cent, and 
weather conditions about 50 per cent. 

The foregoing statistics show the 
importance of having the very best 
type of pilot obtainable—one who is 
physically, morally, and mentally fit 
and in every way competent. 

The working safety of aircraft en- 
gines has not yet been satisfactorily 
solved, from an insurance standpoint. 
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The ground organizations of the civil 
aviation companies still leave much to 
be desired. Salvage surveys and re- 
pairs in cases of damage still involve 
disproportionately high costs and difh- 
culties. The enormous demand upon 
the nerves of the pilot is a very im- 
portant factor in underwriting. Ad- 
verse weather conditions is a serious 
enemy of aviaticn. Starting and land- 


- ing maneuvers (especially in case of 


forced landing) are not yet executed 
with the desired precision. Many 
difficulties remain to be overcome, such 
as adequate ground forces, repair and 
salvage forces, etc. The cost of repairs 
is very high, and almost impossible at 
any price in isolated portions of the 
country. Insurance can make a more 
rapid advance only when the facilities 
of landing fields and repair shops are 
scattered at more frequent intervals 
along the main air routes. 

The “Air Commerce Regulations” 
recently adopted by the Department of 
Commerce (Aeronautics Branch), hav- 
ing to do with the licensing of aircraft, 
identification marks, requirements in 
operation, licensing of pilots and 
mechanics, and air traffic rules, will 
have much to do in improving under- 
writing conditions. ‘The necessity of a 
register of aircraft similar to Lloyds’ 
Register of Shipping is recognized. 

Errors in judgment are perhaps the 
most common cause of aircraft acci- 
dents. The pilot may misjudge his 
distance from the ground when landing, 
and flatten out too soon or too late; he 
may bank too much or too little; he 
may attempt to turn too near the 
ground and side-slip. A good pilot 
must subconsciously react quickly to 
counteract a sudden emergency in 
which he is placed. A fraction of a 
second may determine safety or a crash. 
Fatigue is a coramon cause for failure 
of the brain to respond promptly to an 
emergency. Fear does not occupy the 
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important position sometimes accorded 
it, as a pilot has little time to think of 
danger during flight. 

Naturally, as a result of the progress 
in perfecting aircraft construction, 
accidents are not caused as frequently 
tods y through the failure of some vital 
part of the plane as formerly. Careful 
inspection of the entire aircraft, how- 
ever, is still most essential before at- 
tempting to take a machine off the 
ground. An aircraft is subject during 
flight to such severe strains and vibra- 
tion that defects are sure to develop 
after any extended flight. 

It is not uncommon for a plane to 
catch fire in the air. The chief causes 
are a defective gasoline feed system; 
the accumulation of inflammable 
vapors; gasoline, dirt or oil about the 
engine or manifold, which may become 
ignited through overheating or a spark. 
The danger from fire is most serious 
when a crash occurs resulting in the 
bursting or puncturing of gasoline 
tanks or supply pipes. 


EFFECT OF PROTECTION ON FLYING 


J have traced the history of insurance 
and transportation and examined, 
briefly, the various forms of aviation 
coverage; the next question is, natu- 
rallv, what effect, if any, will this insur- 
ance protection have upon the develop- 
ment of flying. 

The few months which have passed 
since the announcement of complete 
aviation coverage have not sufficed to 
show any marked change in the status 
of the airplane, but certain predictions 
may be made, which, because of past 
experience and present indications, are 
practically certain of fulfillment. 

Large express companies, which had 
heretofore hesitated to utilize the air- 
plane for the delivery of rush goods. are 
_ now planning to buy large fleets of 
` planes and send them all over the 
country, safe in the assurance that each 
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one is fully underwritten. The govern- 
ment will doubtless find more 4nd more 
private interests willing to lease and 
operate air mail routes. A case in 
point is the Boehing Airplane Com- 
pany, which is to operate an air mail 
route in the West. 

It is not surprising that insurance 
should have a strong bolstering effect 
on aviation. There is scarcely a busi- 
ness today which would not collapse if 
the supportirg framework of insurance 
were withdrawn from it. Insurance to 
the individual means protection against 
monetary los3; to an industry it means 
a firm credit basis, an assurance of 
immunity from the ravages which 
chance mishap can impose. 

Recently, the editor of one of Amer- 
ica’s greatest aviation trade journals 
made the following statement: 


With the announcement of an insurance 
policy that would cover every risk in aero- 
nautics the foundation of successful com- 
mercial aviation in Ámerica was laid. One 
of the causes retarding its growth has 
been the failure to secure insurance at a 
cost that would warrant complete coverage 
and without insurance it was impossible 
to establish the confidence necessary to 
encourage investment. 

In the transaction of business, credit is 
essential. It is mutual confidence organ- 
ized. ‘There are two pre-eminent attri- 
butes which inspire financial confidence in 
men and organizatioms—*“ what they are” 
and “what they have”—otherwise known 
as “character” and “collateral.” These 
are the high C’s of business—-without them, 
credit cannot exist. 

Insurance will establish confidence in 
aviation aud insure a liberal amount of 
available loan for development. Hereto- 
fore, well-organized air plans failed in the 
majority of cases due to their inability to 
secure proper inancing. 


That the leading airplane manufac- 
turers of America are thinking along 
the same lme may be seen from reading 
the following excerpt from an article 
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written by Thomas H. Huff, President 
of the Huff Daland Airplane, Inc.: 


Above everything else the airplane at 
the present moment needs public confidence. 
Directly through the application of insur- 
ance to aeronautics will come public recog- 
nition of the safety of air travel. There 
will be an increasing demand on the part 
of busir.ess executives to use aircraft when 
they know that it is possible to insure the 
plane against loss or damage. Such insur- 
ance will have a far-reaching effect on the 
application of airplanes to commerce. Com- 
panies operating airplanes over large terri- 
tories will have the assurance that their 
capital investment is protected. ' 


A few years ago, the day when 
private planes would be owned by 
individuals was regarded as a purely 
visionary period; now, that day seems 
almost upon us. Naturally, individual 
ownership of planes will mean that each 
plane owner will require full protection 
against fire, theft, crash, and other 
contingencies. 


Waar PRACTICAL AIRMEN THINK oF IT 


One could scarcely close a discussion 
of aviation insurance without making 
mention of the attitude of the practical 
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airman towardsit. Lieutenant George 
O. Noville, Flight Engineer of the Byrd 
North Pole Expedition, Supply Engi- 
neer of the Around-the-World Flyers, 
and recently selected to accompany 
Lieutenant Byrd on his proposed New 
York-to-Paris flight next summer, 
made this statement recently: “I have 
felt for a considerable time the necessity 
of adequate insurance a3 a means of 
permanently establishing commercial 
aviation in the United States.” 

That sentence indicates that aviation 
insurance is as enthusiastically re- 
garded from the cockpit as it is from 
the swivel-chair. 

Standing at the threshold of an age 
of limitless possibilities, there is the 
temptation to let one’s imagination 
play with the coming rush of airplanes, 
which seems destined to transform 
our social and economic conditions. 
Scarcely less fascinating is the desire to 
foresee something of the vast possibil- 
ities of aviation insurance, and to feel 
that one may have had an opportunity 
to contribute in some degree to its 
pioneering. Insurance companies are 
“taking off” on a glorious adventure in 
aviation insurance. 


Aircraft Merchandising Plans of the Alexander 
Aircraft Company 


By J. Don ALEXANDER, President 


OME fifteen months ago we of the 

Alexander Industries began con- 
struction of a new light commercial 
airplane. 

The new ship’s performance was 
exceptional and the price quoted in 
Denver was less than the manufactur- 
er's cost on the first fifty produced. 
Therefore, as Emerson once said, “the 
werld should have made a beaten path 
to” the manufacturer's door. But care- 
ful and expectant watching showed no 
signs of such a movement. We soon 
saw that we would have to carefully 
survey the path, pave it, and put 
signposts up along its course berore 
the public would even look in this 
very right direction. 

How to do this? 
question. 

We of the Alexander Company, 
searching for precedents which would 
be cf value in the merchandising of 
this plane, could find none. Competi- 
tive manufacturers never had found a 
sales plan necessary because their 
small output had been gobbled up by 
a hungry market before the paint was 
dry on it. 

Their methods, however, did noi 
interest us. One-a-month, one-a-week 
production did not interest us. One-a- 
day production had significance for us 
only as a stepping-stone which would 
carry us a little nearer to one-an-hour 
production, or even—well, we have 
all read about Ford’s four cars a 
minute (or is it sixty?) and the hardest 

head may have its dreams. . 
` We believe in the United States and 
we believe in aviation. Put these two 


That was the 


137 


beliefs together, shake well, and then 
guess what we expect American avia- 
tion to amount to in the future. So we 
studied out a way. 

It seemed apparent that the most 
effectual way to make the American 
public air-minded would be to get the 
people who compose it into the air, and 
there show them that flying is safe, 
efficient, economical, and highly en- 
joyable. Having come to this conclu- 
sion we had, 30 to speak, surveyed the 
route that much-to-be-desired path to 
big production must follow. 


CONVINCING THE PUBLIC 


The first process in the actual con- 
struction of the path was the process 
of proving to the public the falsity of 
the general -mpression that piloting 
an airplane is a superman's job. 
Supermen are and always will be 
scarce. If none but supermen could 
run airplanes the world’s total manu- 
facture of aircraft would not need to 
be much more than one a generation. 
The hat industry would not amount to 
much if hats were worn only.by such 
human beings as have heads the size 
of Daniel Webster”s. 

That notion that all pilots must be 
supermen was planted in the public's 
mind by stories about war-time flying, 
which necessarily is dangerous and full 
of such unexpected. episodes as require 
a vast ability to meet terribly critical 
emergencies. After the war was over, 
finding that this traditional glory 
automatically fell on them, commercial 
aviators grinned and nodded. You 
cannot blame any human being for 
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accepting public adulation, reverence, 
respect. Is there, or has there ever 
been, one who would not like to be 
regarded as a hero? What mere 
creature in pants and goggles can 
seriously protest and say, “Nonsense, 
it isn’t true,” when a pretty girl or an 
admiring boy, looks at him with awe 
and brings against him the splendid 
charge that he is gloriously brave? 

But such a public mental attitude, 
it must be admitted, is very far from 
one which will accept the safety of 
flying. Even when such supermen de- 
clared flying to be safe the general 
attitude naturally was that they were 
being modest. 


SELLING ORGANIZATION 


Our first task, therefore, was to 
form a selling organization made up of 
district dealers with exclusive sales 
rights in protected territories. This 
plan was similar to the ordinary com- 
petitive dealer organization but varied 
from it slightly. 

The ordinary competitive contract 
requires the dealer to purchase a 
certain number of planes for his terri- 
tory, regardless of his ability to sell 
them there. Our plan requires that a 
demonstrator Eaglerock shall be in 
use or ready for use at all timesin the 
dealer’s field, and we recommend that 
with this plane he shall offer to train 
students. We know that this will help 
him sell our planes while, at the same 
time, increasing general interest in 
aviation. In other words the question 
which we ask him is not, “How many 
ships can you sell?,” but, “How many 
ships can we help you sell?” 

After we had fixed this idea firmly 
in our own minds and those of our 
deslers, we began upon the task of 
selling to our dealers the idea of so 
lowering their instruction and pas- 
senger-carrying rates as to make them 
interesting to the public. Prohibitive 
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prices have killed many a good idea and 
are among the influences which have 
handicapped American aviation. But 
rates can be established which will 
seem reasonable to the public and re- 
main high enough to yield a dealer 
profit. As volume of business increases 
these rates can be lowered further to 
the dealer’s increased profit. 


INSTRUCTION 


At our own airport we established an 
experimental school offering instruc- 
tion at ten dollars an hour, a reduction 
of half to two-thirds of the established 
rates. This procedure caused quite a 
furor among the flying fraternity, some 
but by no means all of the comment 
being just a bit (or even quite a lot) 
resentful. 

We then established a passenger- 
rate of one cent a pound for short joy- 
hops and very quickly proved, at least 
to our own organization, that volume 
of business at fair prices pays. This 
also had a lesscn in it for our dealers: 
that a machine must be used steadily 
if it is to yield a profit. 

We further argued to ourselves and 
them that even though the rates for 
student instruction and passenger car- 
rying were net cost, they really would 
yield a profit if they resulted in in- 
crease of sales. 

In order to put this thought over 
with the dealers we directed their atten- 
tion to the free demonstration and 
instruction work done by automobile 
dealers, typewriter manufacturers, and 
others, and showed that in these tre- 
mendous and growing businesses such 
methods are considered essential to 
success. * 

We cheerfully admit that an avia- 
tion school or commercial operator 
cannot make money at the suggested 
rates if dependence is solely upon such , 
business. But our methods surely 
have roused interest, which of itself is 
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worthwhile, and where they have in- 
volved actual competition on our part 
with established schools, we have, im 
most instances, recommended to the 
applicant pupil that he take his instruc- 
tion from his local school. Thus we 
have given to various schools business 
that they scarcely would have secured 
without us, and, in addition, have stimu- 
lated general interest in aviation, help- 
ing all schools. 

As our production has increased we 
heve steadily enlarged our advertising 
campaign, and today the flying frater- 
nity is familiar with, and sold upon, 
our product. 


PURCHASE PLANS 


We learned that approximately 5000 
commercial flyers, naturally anxious to 
flv new production jobs, were prevented 
by high cash prices from so doing, and, 
therefore, were flying inferior war- 
surplus ships purchaseable at one- 
fourth to one-quarter the price of our 
new ships. We studied this situation 
carefully. 

Presently we learned that a pilot and 
ship engaged in commercial work 
should do an annual gross business of 
five to ten times the cost of equipment. 
It was obvious, therefore, that a market 
was ripe for sales if we could find a way 
whereby such pilots could buy new 
ships from us upon the payment 
plan. 

It is necessary for a pilot to invest 
with us, at the start, only thirty per 
cent of the cost price of his ship, if he 
decides that a larger cash payment 
will be a handicap upon him. This 
enables a pilot, if he is of the right sort, 
to get a new ship with the same 
cash-payment that a war-surplus ship 
would cost him, and let the ship pay 
for itself, thereafter, out of the in- 
creased earnings which it will make 
over an obsolete war-surplus machine. 
This time payment plan is available to 
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qualified pilots and takes good care of 
them. E 


REPRESENTATIVES 


To interest the non-flying public 
our dealers, backed by all the help 
that the home office of the company 
can give them, appoint sub-dealers 
and representatives throughout their 
territories and this gives us accredited 
agents (representatives) in each city and 
village of thenation. Sub-dealers must 
be flyers and must each keep a dem- 
onstrator ready for operation. Repre- 
sentatives are not necessarily flyers 
and need not maintain demonstrator 
machines, but each must be equipped 
with a model and other sales material 
and repor- progress, from time to time, 
to the dealer and the Denver head- 
quarters. Representatives are paid 
commission on the sale of planes, 
student instruction fees, and pas- 
senger flight returns, and are expected 
to boost commercial aviation when- 
ever that is possible. 

We have no difficulty in finding 
representatives. At least one young 
man intensely interested in aviation is 
in every town of the United States. A 
surprising number so far have been 
unable to attach themselves to the new 
art and industry. Such young men 
eagerly welcome the opportunity to 
become one of our representatives, for 
it offers for the future the chance of 
becoming a flyer, a mechanic, or a 
salesman. 

We supply such a man the best of 
material to enable him to talk up 
aviation to his townsmen; the model 
airplane adds an attractive item to his 
equipment and enables him to make 
a real local display. 

- This display always attracts much 
local attention and draws many to the 
representative with questions which 
study of our instructive literature has 
fully equipped him to answer. To live 
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prospects such a representative will 
give catalogues and copies of The Air- 
crafier, our house-organ, which we dis- 
tribute monthly to air-minded friends. 

For our definite purpose of helping 
we have our sales manual, our sales 
course, a ring-binder containing pho- 
tographs of construction details, deal- 
ers’ weekly bulletins, suggestions on 
merchandising, methods of follow-up 
on prospects, and model sales-letters. 

On demand we will send flying 
salesmen from the home office. We 
will plan and help coöperation with 
chambers of commerce and manual 
training schools. We supply motion- 
picture playlets featuring the safety 
of flying. We suggest and direct stu- 
dent instruction. We do national 
advertising in aeronautical publica- 
tions and other mediums. We-keep in 
close contact with all sales publications 
and give our whole force the benefit 
of this. 


ADVANTAGES SET FORTH 


We have determined to bring the 
advantages of airplane use to the 
American businessman’s attention and 
are succeeding in this effort, as 1s in- 
stanced by the fact that five recent 
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sales of planes were to non-flying 
businessmen convinced that planes 
will help them in their enterprise. 

We recently surprised competitors 
by paying for a series of advertise- 
ments of their products in an aeronau- 
tical periodical. We feel that each new 
ship sold, of whatever make, boosts 
commercial aviation and that that re- 
acts to our advantage. The more sales 
our competitors may make the better 
we shall be pleased. 

We find among the youth of this 
country an encouraging interest in the 
conquest of the air. Question your son 
or any boy from the age of ten to that 
of twenty and you will feel ashamed of 
your own lack of aeronautical informa- 
tion. Every youngster of the present 
day has the same desire to someday 
own an airplane as the youth of the 
last generation had to someday own 
an automobile. 

A. worth-while message to American 


/ businessmen is: The next time you get 


a chance take a mde in an airplane. 
A feeling of comfortable safety will 
quickly substitute that fear you will 
probably expect. The pleasure and the 
comfort of this means of travel will be 
revelations to you. 


Clearing the Air for Commerce 


By W. Jerrerson Davis 
Lieutenant-Colonel, Reserve Officers Corps Formerly War Department Legal Advisor in Europe! 


HE American Congress has at last 

underwritten the “fourth estate” 
of transportation. It has written the 
Bill of Rights of the new commerce— 
the commerce of the air. The legisla- 
tion was rather belated, but now that 
it is on the statute books, it atones, 
partially, for the legislative laggardness 
of the past, and offers to American 
capital virtually an uncharted field 


as limitless as the skies. , 


THE Ark COMMERCE Act or 1926 


There is no popular conception as 
yet of the scope and potentiality o? the 
“Air Commerce Act of 1926,” known 
before its passage by Congress, and 
approval by President Coolidge, as the 
Bingham-Parker Bill. This act put 
the government to the task of encour- 
aging and developing commercial avi- 
aticn, but without the intervention of 
a direct government subsidy. Our 


_ government has shied rather consist- 


ertly fron direct subsidies, although 
European nations are not so aloof. 

But it must be admitted that Euro- 
pean nations, although they did not in- 
vent the airplane, have outstripped the 
United States in its utilization. Their 
passenger, freight, and air mail lines 
in operation today demonstrate that 
fact. 

That we are a pioneer, yet a novice, 
in this .game of aerial transportation 
may be illustrated in a paragraph. 

> Member Air Law Committee, American Bar 
Association; Executive Committee, Comité 
Juridique Internationale de |’Aviation. Author 
of The World's Wings; Putting Laws Over Wings; 
The Yellow Ace (Japan, a Menace in the Arr); 
Highways and Airways, Their Relation to Com- 
mercs and National Defense, etc. 


While Europe has been carrying on 
intensivelv in the air of commerce, our 
activities mainly have been confined 
to a few air mail routes, none of them 
self-sustaming. Practically no mail 
route is self-sustaining, whether a 
rural delivery or an overland express, 
but the O. K of Uncle Sam on an aerial 
mail delivery route presumably should 
bring enough “side business,” if you 
want to call it that, to make the whole 
project pay. 

But the trouble has. been that prior 
to the legislation just enacted, the 
whole system of transportation by air 
in the United States has been on the 
“stagger stop” basis. After having 
invented the airplane, America side- 
tracked it, and left it in an orphanage 
hangar. Only when she saw her child 
on parade, ir charge of a foreign nurse 
within the past year or so, did the 
mother country grow jealous. 

Then came the Bingham-Parker 
Bill, and the resultant Air Commerce 
Act, after the Senate and House differ- 
ances had keen adjusted. It is the 
greatest step toward the full develop- 
ment of American transportation since 
the passage of the Interstate Commerce 
Act, creating the Interstate Commerce 
Commission, and the National Good 
Roads Law of 1916, which has made 
automobile travel a  soft-cushioned 
pilgrimage rather than a shake, a 
shiver, and a detour. 

The Interstate Commerce Com- 
mission today not only regulates inter- 
state transportation by railroads—the 
common carriers which were granted 
certain government subsidies in their 
earlier days, as commercial aviation 
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now must receive direct or indirect 
governnfent aid—but the travel by 
motor busses has reached such inter- 
state proportions that the Commission 
recently has taken cognizance of this 
meens of transportation on land. 

It scarcely intrigues the imagination 
of any American, and it does not con- 
script the foresight of a Jules Verne, 
to visualize the time when air trans- 
portation will be so vital to the nation’s 
defense and its commerce, that there 
must be created a government body 
which possibly will be known as the 
“Interstate Air Commerce Commis- 
sion.” 

No one commission, assuredly, 
could encompáss in its regulatory 
authority the network of American 
railroads, motor busses and thousands 
of airplanes, passenger, mail, and freight, 
flying in the never-never land of the air. 

The Bingham-Parker Bill, approved 
by President Coolidge near the close 
of the last session of Congress, is a far- 
reaching step toward the encourage- 
-ment, rather than the subsidization, 
of commercial aviation in the United 
States. If there is subsidy in it, the 
disguise is so excellent that even the 
ancient enemies of a “ship subsidy” 
in the Senate and House didn’t smell 
the essence of danger in the air. In- 
deed, there is no danger. Today our 
country probably is the only recalci- 
trant among the more important coun- 
tries, which concerns itself about sub- 
sidies to the real transportation of the 
immediate future. 

The United States has never sub- 
scribed to the Prague Air Code, nor the 
basic principles of the International 
Air Navigation Convention of 1919, 
yet many of their fundamental prin- 
ciples must be utilized in connection 
with the regulations which the Depart- 
ment of Commerce has issued follow- 
ing the passage of the Air Commerce 
Act. 
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The new law gives the business of 
commercial aviation a legal standing— 
something it has never had. It pro- 
vides a uniform system for the licensing 
of pilots and planes. Even the “gypsy” 
aviator, who flies from one state fair 
to another, and takes up passengers 
for “the thrill which comes once in a 
lifetime,” is made amenable to the new 
code of the air. 

In effect, the Department of Com- 
merce will supervise airplane routes, 
permits and flights as much as it con- 
trols today the licensing of steamboats 
and the regulation of radio. 

“Let Hoover do it,” has been a sort 
of “buck-passing” by-word during 
both the Harding and the Coolidge 
administrations. Secretary Hoover, 
known as the Secretary of Commerce, 
has broad shoulders, and he never 
shrugs nor drocps them when a new 
job comes along. 

Under the legislation recently ap- 
proved by Congress, the Secretary of 
Commerce is given “the duty” of fos- 
tering air commerce in accordance 
with the Act, and, among other things: 


To encourage the establishment of air- 
ports, civil airways, and other air naviga- 
tion facilities. 

To make recommendations to the De- 
partment of Agriculture as to necessary 
weather service. 

To study the possibilities of the develop- 
ment of air service; to advise with the 
Bureau of Standards and other government 
agencies; to investigate and report on aerial 
accidents; to provide for the registration 
of aircraft as to their air-worthiness; to 
provide for the periodic examination and 
rating of airmen serving in connection with 
aircraft of the United States; to provide 
for and establish traffic rules for the navi- 
gation, protection, and identification of 
aircraft, including rules as to safe altitudes 
of flight, and rules for prevention of col- 
lisions between vessels and aircraft. 


In other words, the new aircraft 
inspection and regulatory law is as 
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comprehensive as existing statutes, 
giving the Secretary of Commerce 
authority to make inspections of steam- 
boats, and to issue or revoke licenses 
therefor, or the law giving this same 
Secretary control of the wave lengths 
in radio communication. Many kinks 
are to be straightened out, but a de- 
cided step both toward federal regula- 
tion and federal aid has been made. 
That these rather haphazard require- 
ments, enacted by Congress in a gen- 
eral treatment of a comparatively new 
subject, must be fitted into the law of 
the nations, as proposed in a conven- 
tion which this government has never 
yet ratified, is as inevitable as that the 
states fell into line a decade ago when 
the first Federal Good Roads Law was 
put on the statute books. 


REGULATION OF THE AIR 


Among constitutional lawyers who 
have given careful thought to the juris- 
diction of the air, there seems to be no 


question but that the sovereignty in- 


each nation over the air space above its 
territory is the only theory which will 
promote the proper development of 
civil aeronautics. The one greatest 
need of American aviation has been 
federal legislation. 

We have had no laws governing 
aviation. Airplanes until now have 
had the distinction of being about the 
only thing in America that have not 
been legislated either for or against. 
This new bird of sport and commerce 
has been a legal orphan. It has had 
an uneasy feeling that there must be 
some laws that govern it somewhere; 
but where and what it has not known. 

We have reached the stage in the 
development of aeronautics where the 
air becomes transportation’s “fourth 
estate.” Transportation by land, by 
water, by rail, and through the air 
must each in some respect be regulated 
in different ways. We have passed 
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through the development of national 
highways, waterways, and row rail- 
roads in turn must give way to trans- 
portation by air. Aeronautics is largely 
the development of war, but Congress 
was faced with the immediate necessity 
of enacting federal legislation providing 
for uniform air laws. The Aviation 
Committee of the American Bar Asso- 
ciation has been urging on Congress for 
years the necessity of legislation defining 
the rights, and fixing the responsibilities 
of this strange new activity. But 
Congress neglected it, not because 
there was any intelligent objection to 
it, but for the same reason that a man 
carrying a load in the snow does not 
stop to make a sled—he can plow along 
in the old track without having to put 
his mind on a new device. 

The American Bar Association, at 
its annual meeting in Cincinnati in 
1921, after hearing the report of its 
Aviation Committee, recommended 
that its members give their attention 
to fundamental problems of jurispru- 
dence involved in the proper solution 
of the demands of aeronautics. Since 
then numerous bills have been pending 
in Congress. One of these, the Civil 
Aeronautics Act of 1923, had the en- 
dorsement of every department of the 
government and was also recommended 
by the President, and yet it, like all its 
predecessors, died in that national 
slaughter of the innocents in the closing 
days of Congress. 

Advocates sponsoring civil aeronaut- 
ical legislation caused the introduction 
of bills early in the 69th Congress 
which were passed by the Senate and 
House, referred to conferees appointed 
by the House and the Senate to con- 
sider differences growing out of amend- 
ments proposed by the House Com- 
mittee on Interstate and Foreign 
Commerce, and the conferees’ report 
was adopted by both houses of Con- 
gress, and the bill signed by President 
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Coolidge on May 20, 1926. Thus ends 
the conterted efforts which have been 
-made by the American Bar Association 
since its attention was first called to the 
subject of legislation governing air 
navigation by a resolution offered in 
1911 by Governor Simion E. Baldwin 
of Connecticut. Governor Baldwin's 
resolution provided that Congress, 
under its powers as to commerce, can, 
and should, regulate by statute flights 
in the air between states, or between 
the' United States and foreign lands, 
or our territories of the United States. 


THe CONNECTICUT Law 


The American Bar Association, un- 
corvinced at that time as to the neces- 
sity for air legislation, failed to take 
definite action on the subject, but 
Judge Baldwin, as governor of Con- 
necticut, secured the passage by the 
legislature of that state of a bill drafted 
along the lines suggested in the reso- 
lution, which he had previously offered 
before the American Bar Association, 
with the result that the Connecticut 
Act of 1911 was the first measure 
adopted in America regulating aviation. 
The Connecticut statute is significant 
in that it marks a distinct departure 
from the common law theory of negli- 
gence. 

Transportation through the air has 
to contend with a natural force—the 
force of gravity. If an aircraft falls 
and a wreck occurs, injury is apt to 
result to person or property. In the 
opinion of Governor Baldwin, and 
according to the present Connecticut 
law, the owner of an aircraft causing 
such damage is liable to the injured 
party in damages, although proper care 
and skill have been exercised. 

Some fifteen years after the pioneer 
legislative recommendation of Gov- 
ernor Baldwin another Connecticut 
statesman, himself a former governor, 
steered through the United States 
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Senate the Bingham-Parker Aviation 
Bill, now the Air Commerce Act of 
1926. He was Senator Hiram Bingham, 
aviator and instructor in flying during 
the World War. Senator Bingham 
was a member of the Morrow Air- 
craft Investigating Board, appointed 
by President Coolidge in the fall of 
1925, and headed by Dwight F. Mor- 
row, of New York. 

Action was taken by the American 
Bar Association in 1920 when it ap- 
pointed a special Committee on the 
Law of Aeronautics, and so important 
has been the work of this committee 
that the American Bar Association, 
at its meeting this’ year in Denver, 
created a permanent Committee on 
Air Law, enlarging its duties to cover 
the subject of the law pertaining to 
aeronautics, radio and other uses of the 
air. The Association further author- 
ized its Committee on Air Law to 
tender its services to the Secretary of 
Commerce to assist in drafting regula- 
tions under the new Air Commerce Act. 
It can readily be seen that important 
powers will be lodged in the Secretary 
of Commerce, and that such regulations 
will guide and direct our federal gov- 
ernment and the individual states on 
the question of sovereignty which they 
should, and will, exert over the air. 


Tae NEED FOR FEDERAL Laws 


. The need of federal air laws is most 
obvious. First and most important, 
to give the business of commercial 
aviation a legal standing. 

It used to be that big business went 
ahead first, and had laws cut to fit it 
afterwards. Butnotanymore. These 
days investments wait on clearly de- 
fined legal rights. Even the Standard 
Oil Company in this good year of our 
Lord 1927 won’t buy a rich oil field 
until every Indian heir to the third 
generation signs a quitclaim deed. If © 
you approach a Man of Millions with 
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the most assured prospect of twenty per 
cent, he will not budge a dime’s worth 
until he knows what standing the thing 
will have in the courts. 

That is why it has been so difficult 
to organize commercial aviation com- 
panies. Our mechanics have proved 
tney can make the machines. Our 
pilots can fly them over any obstacles, 
in the teeth of any weather. Our air- 
crafts have successfully demonstrated 
they can carry passengers and mail and 
express and freight, and do it with a 
swiftness and sureness that mean in- 
credible savings. 

But years have passed, and still our 
big aviation companies are merely 
in the “perhaps-before-long” stage. 
This situation is largely because we 
have had no legal basis upon which to 
organize such companies. There have 
been no laws defining their rights to 
acquire property in landing fields; no 
regulations regarding the licensing of 
pilots, or the inspection of planes; no 
statutes defining responsibility for loss 
in case of accidents. 

Obviously these matters cannot be 
left to states and cities. Nothing 
could have been more disastrous to 
aviation than a set of conflicting local 
laws. Flying is so obviously an inter- 
state affair that federal legislation is 
absolutely required. And it is on the 
theory that Congress has the power to 
regulate “commerce with foreign na- 
tions and among the several states” 
that Congress found its authorization 
for the enactment of the Air Commerce 
Act. The Supreme Court of the 
United States has construed commerce 
as a umt which does not require state 
laws, and while under the Constitution, 
strictly speaking, both interstate and 
intrastate commerce are incidentally 
subject to regulations by different 
sovereignties, which as Mr. Chief Jus- 
tice Taft has recently clearly enunci- 
ated, when interstate and intrastate 
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commerce are so mingled together with 
the superior authority, the nation can- 
not exercise effective control over 
interstate commerce without incident- 
ally regulating intrastate commerce, 
such incidental regulation is not an 
invasion of state authority. 

It has, therefore, come to be recog- 
nized by leading constitutional author- 
ities throughout the country, that the 
uniform regulation of aeronautics is ab- 
solutely indispensable to the develop- 
ment of air transportation as an in- 
strumentality of interstate commerce. 

The Supreme Court of the United 
States has also held that the power to 
regulate commerce is not confined to 
the regulation of instrumentalities 
known or in use when the Constitution 
was adopted, but such power keeps 
pace with the progress of the country, 
and adapts itself to the many develop- 
ments of time and circumstances. 

To the business man who has capital 
to invest in an aeronautical enterprise, 
three questions are important. First, 
what are an aviator’s rights? Second, 
what are his liabilities? Third, what 
agencies have the power to regulate 
aeronautics and to what extent? 

It is in answer to these questions, 
which would naturally arise in the 
minds of investors, that federal legisla- 
tion has been enacted. 


Laws ABROAD 


We have legged far behind European 
countries in the development of air 
law. For they not only have national 
laws governing and stimulating avia- 
tion, but the sixteen most important 
foreign countries have adopted the 
International Air Code which was 
formulated at the Prague Congress. 
We also have the experience of Euro- 
pean countries which has already found 
expression in the International Air 
Navigation Convention, so far as regula- 
tions governing aircraft are concerned. 
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As early as 1910 an international 
convention was called in Paris for the 
purpose of framing a proposed Inter- 
national Convention on Air Naviga- 
tion. The results of this conference 
were of little value in solving problems 
affecting the jurisprudence of sero- 
nautics, because it was found impossi- 
ble for the convention to agree on 
fuucamental principles involved. 

Ix 1919, at the invitation of the 
French Premier, delegates representing 
sixteen of the allied powers again met 
in Paris for the purpose of drafting an 
International Convention on Air Navi- 
gation. Thecommission was composed 
of the following delegates: two repre- 
sentatives from each of the principal 
powers, United States of America, 
British Empire, France, Italy and 
Japan; one representative from Bel- 
gium, Brazil, Cuba, Greece, Portugal, 
Roumania, and Servia. 

The convention, which was originally 
orgenized for the purpose of drafting 
the International Convention on Air 
Navigation, later became the Aero- 
nautical Commission, charged with the 
duty of advising the Supreme Council 
of the Peace Conference on aeronauti- 
cal matters. Underlying the general 
principles agreed upon by the conven- 
tion, the basic principle involved in the 
International Convention on Air Navi- 
gation is that the contracting states 
recognize the exclusive sovereignty 
which each nation has over the air 
space above its territory . 

The International Air Navigation 
Convention has been drawn under the 
commerce clause of the Constitution, 
insofar as it pertains to the United 
States. The Convention is coupled 
wita provisions of the Treaty of Peace 
and the League of Nations. Even 
though the League of Nations or the 
Treaty of Peace should never be put 
into effect, there should be no difficulty 
in separating the provisions which 
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relate to the Treaty of Peace and the 
League of Nations from the Inter- 
national Air Navigation Convention, 
nor any valid reason why the Con- 
vention should ‘not be signed and 
ratified. 

The International Commission on 
Air Navigation was composed of prac- 
tical men, conversant with the art of 
aerial navigation, and rules and regu- 
lations controlling air navigation were 
drawn in such manner as to be accept- 
able to the new industry. The dele- 
gates to this Convention have dealt 
in a practical manner with questions 
affecting the ownership ‘of the air and 
legal jurisdiction over air spaces. 

Article I of the Convention, relating 
to international air navigation, pro- 
vides: 

The high contracting parties recognize 
that every power has complete and exclu- 
sive sovereignty over the air space above 
its territory. 

For the purpose of the present conven- 
tion the territory of a state shall be under- 
stood as including the national territory, 
both that of the mother country and of the 
colonies, and the territorial waters adjacent 
thereto. 


The right of freedom of innocent 
passage in times of peace is granted 
by each of the states to the aircraft of 
the other contracting states, except 
over prohibited areas. When we con- 
sider that the question of exclusive 
sovereignty of each nation over the air 
space above its territory and territonal 
waters was the point of dispute in re- 
gard to which none of the contracting 
states could agree in 1910, and the 
unanimity upon this subject, at the 
present time, we can appreciate the 
remarkable strides which the world 
is making in the drafting of air navi- 
gation regulations and laws on a uni- 
form basis, which will insure the public 
safety and will prevent the chaotic 
condition which would arise if each 
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country, or political subdivision thereof, 
should undertake to pass air laws with- 
out regard to their uniformity. 

The list of fundamental underlying 
principles settled by the commission 
in their general terms are so broad and 
well conceived that they give promise 
of safeguarding the development of the 
science and art of aviation. In this 
country we are rapidly realizing that 
the control of air navigation by the 
federal government is essential, and 
that this is not a matter within the 
province of the separate states. 

In addition to the fundamental 
general principles, the convention de- 
fines the nationality of aircraft, and 
provides for international registry and 
the display of identification insignia. 
Aireraft crew and wireless certificates 
are required to be validated nationally, 
and certificates of air-worthiness and 
ecmpetency are also required. The 
necessity and desirability of standard 
medical requirements is recognized. 
Control of air navigation inthis country 
by the federal government is not inter- 
fered with, nor will commercial aviation 
be hampered by the national conven- 
tion, the right being given to each con- 
tracting state to “establish reserva- 
tions and restrictions in favor of its 
national aircraft in connection with the 
carriage of persons and goods for hire 
between two points on its own terri- 
tery.” (Article 16.) 

The establishment of international 
airways shall be subject to the consent 
of the states flown over, but non-stop 
fligats over, or through, the territory of 
any contracting state will be permitted 
along certain designated routes, and 
aircraft are thereby relieved from any 
possibilities of detention. Provision 
is made for landing, departure, and 
when underway, every aircraft being 

required to be provided with certificates 
` for registry, air-worthiness, and lists of 
passengers, cargo, and log-books. 
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The state flown over has jurisdiction 
in regard to every breach of’ its laws 
for the public safety, and 1ts military 
and fiscal laws; and equal facilities 
shall be given to all in the use of alr- 
dromes and assistance in distress. 

The carriage by aircraft of arms, 
munitions. or explosives in mter- 
national navigation ‘is forbidden 
Photographic apparatus is regulated, 
and there is a non-discriminatory 
prohibition of other objects carried 
where they are carried as measures of 
national public safety. Military air- 
craft is forbidden to fly over the terri- 
tory of other nations. 


Tas U.S. AND THE INTERNATIONAL 
CONVENTION 


J have never been able to understand 
why our government has not ratified 
the International Convention on Air 
Navigation. The stumbling block ap- 
peared to be that the Convention was 
connected with the League of Nations. 
I am of the opinion, however, that the 
words in Article 34 of the Convention 
relating to the institution of “A Per- 
manent Commission” under the direc- 
tion of the League of Nations do not 
mean that the League, as such, has any 
authority over the Commission, but 
that the Commission (which has al- 
ready been established) is an independ- 
ent one in fact, and that it gives notice 
of its meetings to the League which 
sends an official representative not 
taking part im the discussions, but 
merely acting as an observer. The 
decisions of the Commission are com- 
municated to the League of Nations 
only as a matter of information. If for 
political or other reasons, the United 
States should delay becoming signatory 
to the International Convention on Air 
Navigation, the participation oi the 
United States in the development of an 
aerial code and international regula- 
tions will be greatly retarded. It is my 
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judgment thal there need be no diff- 
culty in adherence by the United Srates 
to the Convention. 

An additional factor to be taken into 
consideration’ is that inasmuch as the 
United States has adhered to the Per- 
manent Court of International Jus- 
tice, foreshadowed by Article 14 o7 the 
Peace Treaty, adherence may likewise 
be had by the United States to the 
International Air Navigation Conven- 
tion. The result of the adherence of 
the United States to this Convention 
would have placed us far ahead ir the 
legal development of aeronautics, in 
which we have been sadly outclassed 
by every foreign country. 

If we do not enter into the Interna- 
tional Air Code agreement, then sep- 
arate treaties must be arranged with 
Canada and Mexico in regard to flying 
across boundary lines. , 

Flyers in Europe are thus given a 
wide freedom of action. Boundary 
lines are obliterated. Commercial 
companies have a definite legal stand- 
ing. Consequently passenger-carrying 
planes are establishing air lines from 
country to country and city to city. 


How Are DISPUTES TO BE SETTLED? 


Before starting our world flight the 
State Department had to obtain per- 
mission from every country over which 
they intended to fly. 

As the matter now stands, American 
aviators have no right to fly over the 
boundary lines of any other country. 
This is because we are not signatory 
to the International Air Code agree- 
ment. Moreover, if one of our evia- 
tors, after gaining permission ta fly 
over a foreign country, happens acci- 
dentally to damage the person or 
property of a citizen of that country, 
we have no basis on which we may 
insist that he be given the benefit 
of the special international consicera- 
tion of a flyer under the protection of 
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the International Aeronautical Agree- 
ment. 

Federal legislation is also important 
for the establishment of a uniform 
system for examing and licensing pilots 
and inspecting aircraft. Whatever 
faults the governmental administra- 
tion may have, the public pins, and 
rightly, a great deal of faith in federal 
inspections. 

Not many years ago the packing 
companies went “into the air”? be- 
cause it was prceposed that the federal 
government should officially inspect 
meats being shipped through inter- 
state commerce. Today both the 
packers and the public reap immeasur- 
able benefits from that inspection. 
The same has been true of the pure 
food administrations, and of inspec- 
tion of plants and seeds handled by the 
Agricultural Department. For this 
reason, if for no other, federal licensing 
and inspection of all planes that are to 
carry passengers will be a benefit to 
the Commercial Aircraft Companies. 

A man’s desire to fly is regulated 
quite largely by his sense of security. 
If he is once convinced that it is safe 
to hop off from Chicago and land in 
Denver, so that he can make the trip 
without injuring even his life insurance 
policy, the air lines will be popular. 

If wandering and often erratic 
pilots are allowed to pick up old planes 
and start a passenger-carrying line, 
without any regulations or restric- 
tions, there certainly will be accidents 
which will dampen the enthusiasm of 
the air enthusiasts. 

In order that examination for a 
pilot’s license and the safety. require- 
ments of flying planes be uniform and 
strictly adhered to, it has been neces- 
sary to incorporate such provisions in 
the “Air Commerce Act.” Preferably 
all pilots should have the same degree 
of training as is required of military 
aviators, and for that reason it is felt 
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that the examination for a pilot's 
license should come through a board of 
government examiners. The manner, 
however, of examination, is not so im- 
portant as that there should be federal 
authority requiring the examination 
and providing means for it. 

One of the oldest problems in the 
world, and one that accompanies every 
new enterprise, is how to decide who is 
to blame in case of trouble or accident. 
It is the first problem of the govern- 
ment to lay down rules and laws by 
which disputes may be settled. There 


must be courts with authority. There — 


must be codes for the trial, and rules 
by which it is determined who is at 
fault in cases of dispute. 

Aviation being an entirely new 
activity in an unused and unexplored 
element, has found itself in America 
witkout law or precedent. As flying 
becomes more and more common, 
there will be hundreds of disputes, 
accidents and actions for damages be- 
tween flyers and between flyers and 
civilians. Who is going to try them, 
and by what rules are they going to 
settle the disputes? A flyer from West 
Texas smashes into a deserted oil 
derrick in Oklahoma. The flyer sues 
the owner of the well for leaving the 
derrick standing. The owner of the 
well sues the flyer for damage to the 
derrick. Would it be tried in Okla- 
homa where the derrick stood? Or in 
Texas where the flyer lived? Would it 
be tried by a local Justice of the peace? 
In the State Court or in Federal Court? 

Suppose a flyer from Utah distrib- 
utes literature advocating polygamy 
over Northern California. Could he be 
arrested in California and tried on the 
grounds of circulating objectionable 
printed matter, or would it be left to 
the courts of Utah to determine 
whether or not he was guilty and of 
what? If an aviator from Kokomo, 
Indiana, should be accused of stealing a 
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propeller from another aviator in Kala- 
mazoo and he caught with it m Denver 
while on his way to San Francisco with 
a passenger whose time was valued at 
a thousand dollars an hour, would 
Denver authorities have a right to 
detain him, and who would have au- 
thority to accept bail? And if he 
should be detained and found inno- 
cent, whom could he sue for damages 
in delaying his flight? And where 
could his action be brought? All these 
matters must be definitely determined, 
and that by federal legislation. 

The reluctance of Congress to pass 
aeronautical bills has not been from 
any real opposition, but purely from 
a press of other matters, and because 
the individual Congressman has not 
been brought to feel the vital necessity 
of lending immediate and intelligent 
encouragement to aviation in America. 
There has been a remarkable unanimity 
in the opinion of all friends of aviation, 
and it has no enemies, as to the neces- 
sity of the federal government taking 
steps to regulate and foster this new 
industry. It needs to be done com- 
mercially, and it is vitally necessary to 
do it from a military standpoint. It is 
improbable that we are going to have 
sufficient appropriations to develop 
military aviation to within half of the 
requirements of national defense. We 
can hardly expect so unmilitary a peo- 
ple as America to appropriate much 
money in times of peace for fighting 
planes; but we can expect them as a 
commercial nation to foster commer- 
cial aviation to such a point that it will 
make factories and material available 
in cases of military necessity. 

Those who have felt the urge of this 
vast new air domain of ours, which in 
a few years is to be dotted with flying 
craft, either of our own or foreign 
countries, have seen to it that the Air 
Commerce Act was passed. And now 
it is possible for our new infant, the 
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flying industry, to get a good takeoff. 
Our government has not been asked 
to subsidize aircraft; 1t has only been 
asked to adopt uniform regulatory 
methods, to inspect them so as to make 
aircraft travel safe, to use them so that 
our people may be given advantages 
which will accrue from air travel and 
air transportation, to improve them 
that we may keep abreast of air devel- 
opment in foreign countries and be 
able to take our place among the first 
nations of the world in time of na- 
tional emergency. Aircraft are the 
harbingers of national peace and pros- 


perity. 
CONCLUSION 


As this article, relating to what is 
ahead of America in the air, was in 
process of completion, there came this 
brief but significant announcement 
from the Department of Commerce, 
‘showing the foresightedness and serial 
alacrity of at least one other nation: 


A trip of investigation to Reykjavik, 
Iceland, to study wind currents and sun- 
beams, and their effect upon a future air- 
plane route between Europe and the United 
States, has been made by two German 
scientists, according to a report to the De- 
partment of Commerce from Berlin. Dr. 
Danmeyer and Dr. Georgi, who are pro- 
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fessors at Hamburg, are the scientists per- 
forming the investigation. 

The proposed air route would start at 
Hamburg, and pass by Scapa Flow, the 
Faroe Islands, Reykjavik, and Cape Fare- 
well, Greenland, and would have New York 
as its ultimate destination. It is planned 
to send a large scientific expedition to Ice- 
land next year to investigate in detail all 
conditions which would likely affect the 
operation of airplanes over the comtem- 
plated route. 

Persons in Germany interested in the 
project say that under favorable circum- 
stances the projected line may be opened 
by the beginning of 1928. 


This, in a paragraph or two, is ap- 
parently the comeback of Germany, 
until recently the “lame duck” of the 
air, following the World War. Ger- 
many’s horizon, as to commercial avi- 
ation, apparently is world-wide. Al- 
ready, from her crippled condition, she 
is far ahead of the United States in 
operation of mail, freight, and pas- 
senger-carrying airlines, just as she 
was twenty years ahead in the develop- 
ment of an air code. Other foreign 
nations are almost abreast, or coming 
in on the aerial stretch. 

The Passage of the Air Commerce 
Act last year by our Congress—and : 
may American capital and transporta- 
tion genius utilize—was not too soon. 


Are We Airworthy! ` ° 


By Lizutenant DonaLp DUEE 
Chief, Airways Section, Air Corps, United States Army 


ALK with today’s busy men and 

women about flying, and ironically 
they approve 1t—for others, yet most 
of these same people, before many 
years have passed, will have acquiesced 
to the safety of properly regulated 
flignt. With demands on their time 
and presence, assuming proportions 
impossible of fulfillment by railway or 
motor, utilization of the wings of 
progress will follow as a natural con- 
comitant, and the horizon of man’s 
achievement will again be enlarged. 
And why are we afraid to fly? 


Tur FEARFUL PUBLIC 


Fear is habitual with most people, 
although not many acknowledge it 
their master. Like fashions and mad- 
am's tresses, our fears come and go; 
chidhood ghosts give place to count- 
less other fears equally fallacious. 
When science proves our pet apprehen- 
sion to be without foundation, a new 
model, more enticing and with still 
more mystery under the hood, compels 
us to convert our insurance to an eight- 
cylinder policy, and so the human race 
advances with fear ever stalking at its 
heels. Columbus in crossing the ocean 
preved groundless the fears of his 
companions, and with the subsequent 
advent of prohibition made the Atlantic 
a “best seller.” Now over one million 
persons cross it annually, apparently 


reconciled to any fear of collision or ' 


smking. Travel by rail at a high rate 
of speed, guided only by two ribbons of 
steel, over lofty narrow bridges, around 
curves and through tunnels, no longer 
holds terror for a public ever willing but 
always fearful in adjusting itself to new 
standards. But what of going aloft? 


The drone of airplane motors, or 
more properly, the hum of their 
propellers. is becoming a daily event 
along our well-traveled air routes, 
arousing little or no interest from those 
below. What goes on above, within 
these fast-moving objects, is likewise 
becoming commonplace to an ever- 
increasing number of people using this 
means of transportation for business or 
pleasure. However, the factors con- 
tributing to the scheduled arrival of 
these winged sedans at distant airports, 
is a story now emerging from the ro- 
mantic atmosphere of superhuman 
achievement to become the plain, 
unadorned, routine performance of 
normal human beings. 


Farse PubLIcITY 


Air transportation, in spite of un- 
favorable and unfair publicity, has 
taken its inevitable place as an integral 
link in the world’s transportation sys- 
tem, and should no longer be judged by 
the spectacular antics of stunt flyers. 
Public confidence in air travel has been 
retarded through the nefarious practice 
of winged imbeciles, whose exploits, 
contributing nothing to aviation’s prog- 
ress, have only proved that the best 
planes made can be torn apart or 
disabled by forced abuse. 

There is no activity in existence that 
could possibly profit more from a 
“truth in advertising campaign” than 
aeronautics, all too frequently the 
front-page victim of publicity strate- 
gists, whose insatiable desire for sensa- 
tional news forces on a gullible public 
its daily dozen thrillers. Publicity has 
long been the accelerator of progress, 
but as a propagator of aviation it has 
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left the public confused, misinformed, 
and affid to “go up.” Nor any 
wonder when one reads news items, al- 
most daily, of sensational and fictitious 
events in the air, while the sinking of a 
ship or a railway wreck is of little in- 
terest, except for the victims listed. 
The much abused “air pocket,” “stall- 
ing plane,” “tail spin,” “flying coffins,” 
and such other stock phrases in com- 
mon usage, may have their place in 
“movie thrillers,” but not in commer- 
cial aviation of the present time, op- 
eratng airlines with a day and night 
flying schedule equal to railway depend- 
ability, and in some cases exceeding the 
year-round performance of our best 
tralns. 


DANGERS ELIMINATED 


There is no danger in air navigation 
which cannot be eliminated by ade- 
quate precaution; and man, woman or 
chilc has no more to fear when taking 
passage in the well-equipped air trans- 
ports of today than in vehicles common 
to the other established systems. All 
are alike, insofar as skilled personnel, 
properly maintained operating equip- 
ment, and safety precautions are con- 
cerned. The train, the boat, and the 
motor coach have supporting elements 
no more substantial than the aircraft. 
It is only that the age has not yet be- 
come accustomed to the air, as a sup- 
porting medium, that more people do 
not utilize its advantages. We do not 
have to look back many years to see 
our own parents afraid of ocean liners 
and -ubber-tired contraptions, without 
which present-day social, civic, anc. in- 
dustrial standards would be impossible. 
It is, therefore, only natural that ar as 
a medium for transportation should be 
put to practical and profitable use at 
this time, since il is just as essential to 
the continued progress of mankind as 
each successive method of transporta- 
tion has been in the past. 
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For centuries, primitive man trans- 
ported commodities on his back, until 
reason and experience placed this 
burden in turr on the beast, boat, 
stagecoach and railway. Today finds 
the United States leading the world in 
railway mileage, with a standard of 
service likewise unequaled, yet the man 
in New York, whose presence is re- 
quired on the West Coast or in a south- 
ern state, is already growing impatient 
at the loss of time required to transact 
his business and return. One of our 
large automotive corporations is al- 
ready putting to practical use a luxuri- 
ously appointed ten-passenger plane 
for transportation of its officials, be- 
tween general offices and factory one 
hundred and thirty-five miles distant. 
Business emergencies, necessitating 
hasty conferences of scattered execu- 
tives, are thus satisfactorily met, and 
action expedited in a manner impossi- 
ble with surface transportation facil- 
ities. Using a multi-motored plane of 
proven airworthiness, flown bv a pilot 
of proven ability, between well- 
equipped airports, with known inter- 
mediate landing fields and beacon 
lights at intervals along the .route, 
these officials not only travel safely and 
comfortably at a great saving of time, 
but with impunity invite their guests to 
accompany them, regardless of the 
fact that twenty-five per cent of their 
flights terminate after dark. The 
number of privately-owned planes 
used for commuting from the country 
home or for sport flying is increasing 
each year, and only the present lack 
of adequate, close-in airport facilities 
makes this praczice less appealing to 
the business man, since the cost of 
planes suitable for this purpose is about 
the same as the car-he now uses. 

And again the query—why are we 
afraid to fly? Is it because lacking 
feathers we hesitate to encroach upon 
the bird’s domain? Then where are 
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the scales and other habiliments to 
make otr ocean voyage consistent? 
The hesitancy of severing contact with 
mother earth to soar aloft is sometimes 
ignominiously attributed to the wives 


and mothers, but “the man who can 


hide behind a woman’s skirt these 
days is not a coward—he is a magi- 
cian.” i 


FLYING SAFE 


Contrary to public opinion, and in 
spite of Newton’s laws of motion, fly- 
ing, when conducted with the same 
care and regard for safety precautions 
as are applied to railways and ocean 
navigation, is equally safe and equally 
deserving of public confidence. En- 
gineering standards are more exacting 
in aircraft construction than in any 
other public vehicle. The factor of 
safety is far greater than needed for the 
maximum load to be carried. The 
much-heralded flaming plane—a rare 
event even during the war when 
gasoline tanks were the target for 
incendiary bullets—is a present-day 
anomaly, since the danger of fire in the 
air is no greater than fire in a boat, 
train, or automobile, and in either case 
there are the usual fire preventatives 
and a suitable method of escape. 

After ten years of travel by air, rail, 
automobile, and on the hoof, I am con- 
vinced that getting about below makes 
one think faster and Jump quicker than 
in the great open spaces aloft where 
railway crossings, street intersections 
and stop-go signals become memories 
of earthly vesture. If given my choice 
of vehicles for a trip to the West Coast, 
or any distant city with’a good airport, 
J would unhesitatingly choose the plane 
for both myself and family. It would 
get us there quicker, without the 
monotony of railway travel and the 
discomforts of water travel. John 
Logan, poet of the eighteenth century, 
has beautifully expressed, in the follow- 
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ing lines, his vision of what should now 


be a common occurrence: 


Oh, could I fly, Pd fly with thee! 
We'd make with joyful wing 

Our annual visit o’er the globe, 
Companions of the spring. 


The common misconception exists, 
that because one cannot gaze upon the 
troubled waters from Niagara’s brink, 
or walk on the edge of a precipice with- 
out dizziness, one would not be a good 
airman, which is not at all the case but, 
on the contrary, proves that individual 
to be normal in this respect. Walking 
on the edge of a high railway bridge 
produces dizziness that does not occur 
on the same bridge in a passenger 
coach. It is all a matter of perspective, 
which in the airliner is made more 
glorious by the enlarged horizon. I 
have taken up children, as well as men 
and women in advanced years, and 
have yet to see a healthy normal 
person, who, having flown under favor- 
able conditions in an airworthy plane, 
did not express a desire to repeat the 
performance. 

Flying is the most wholesome recrea- 
tion I know of, inducing an exhilerating 
relaxation, and at the same time pro- 
viding the opportunity for retrospec- 
tion and introspection that one seldom 
feels midst terrestrial surroundings. 


PILots 


While monotonous to an extent for 
the pilot, particularly at night, there 
are many aviators in the military, air 
mail, or commercial service who, in 
the ten or more years of flying, have 
spent a large portion of their time in the 
air and still find it too fascinating to 
give up. Contrary to another mis- 
conception, these pilots, like wine and 
a certain type of automobile engine, 
improve with the passing years. The 
seasoned airman is better equal to the 
added responsiblilities of aviation’s 
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progress than is the younger flyer with 
less time in the air. The average 
person of either sex can learn to fly if 
given sufficient instruction, but only a 
small percentage become expert. The 
annual report of Major General Mason 
M. Patrick, Chief of Air Corps, U.S. A., 
has the following pertinent remarks in 
this connection: “It becomes more and 
more apparent that some men can 
learn to fly and others cannot, just as 
sore have musical or mathematical 
ability and others do not. The at- 
tempt to teach one who lacks it is a 
waste of time, money and effors.” 
While fifty-six per cent of the appli- 
cants for flying training at militery 
schools pass the required physical 
standards less than thirty per cent of 
those accepted receive the coveted 
reting. It is in these schools that a 
majority of the pilots now flying ecm- 
mercial aircraft have received tkeir 
training. The employment of pilots 
far aircraft operation, therefore, is one 
case that admits of no compromise,— 
skill and experience being indispensable 
prerequisites to safe and conservative 
flying. 


SAFEGUARDS 


Providing the proper safeguards for 
interstate air navigation has presented 
many new and interesting problems to 
the engineering and legal professions. 
The aircraft en route from New York 
to Chicago, with its passengers, mail, 
and express, differs from the railway 
train bound for the same place, only in 
speed and the supporting element. 
The station becomes the airport; the 
train dispatcher the operations officer; 
the way station agent corresponds to 
the emergency landing field attendant; 
the roundhouse becomes the hanzar; 
and the block signal system of the zail- 
way is analogous to the ground panel 
signalling system, just coming into use 
on some of our airways. Having no 
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rails to guide it, the aircraft traverses 
an airway, which word, being too new 
for the dictionary, may be generally 
defined as an established, identified 
route, traversed by aircraft and with 
facilities provided for convenient, safe 
and economic air traffic. Like a ship 
at sea, the modern airliner is equipped 
with radio, not only to report its 
progress but to learn of weather condi- 
tions ahead, which may require a slight 
change in the course to be navigated, 
or if threatening, a temporary landing 
at the nearest airport. The compass 
and other special instruments indis- 
pensable to safe navigation enable the 
pilot to proceed even though the land- 
scape below may be obscured by clouds 
or darkness. Beacon lights, both re- 
volving and fixed, identify the path 
between airports at night, and upon 
approaching a destination or other 
required stop, the landing area is 
distinctly outlined by  vari-colored 
weather-proof electric bulbs. Upon 
proper signal this airliner glides down 
from the darkness, to land gently on 
an airdrome made light as day by a 
500,000,000 candle power diffusion light. 
Passengers and their baggage, again on 
terra firma, are whisked away in waiting 
motor coaches to hotel, railway, or 
ocean liner, if necessary, to continue 
their journeys by these means. The 
plane in the meantime is taxied into its 
hangar where skilled mechanics, with 
tender solicitude, treat it as a thing 
possessing life. The consideration 
given to their planes by two of the 
round-the-world flyers amounted al- 
most to devotion, and was admittedly 
responsible for these pilots’ noticeable 
lack of trouble due to mechanical 
malfunctions. 

Passengers flying along a well- 
equipped airway in such an airliner, 
with conveniences installed comparable 
to railway travel, have less to fear from 
collison or accident than when behind a 
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Seon shall thy arm. unconquer’d steam! afar 
Drag the slow barge, or drive the rapid car, 
Or on wide-waving wings expanded bear 
The flying chariot through the field of air 
—“ The Botanic Garden,” Erasmus Darwin, 1731-1802 
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speeding locomotive, or the driver of a 
skidding taxicab. Aircraft, equipped 
with navigation lights conforming to 
the standard employed on the high 
seas, are readily discernible in darkness. 
Bcth pilot and assistant pilot are on the 
alert for approaching or overtaking 
craft. Here again, rules of the air are 
in force and, due to the almost un- 
limited choice in altitude and deviation 
along a horizontal flight path, the pos- 
sibility of even sighting another plane 
is very remote, though its schedule and 
approximate location are known. 

With specially prepared maps and 
facilities for dissemination of meteoro- 
logical data needed for aerial navigation 
now being perfected through govern- 
ment aid, and with proven dependa- 
bility of new aircraft engines, the forced 
landings of by-gone days have been 
practically eliminated from well-man- 
aged commercial air transportation. 
However. should it become necessary 
to make an unscheduled landing, along 
an airway at frequent intervals are 
intermediate landing fields marked to 
make their location easy, and equipped 
with proper facilities for night landings. 
Wheel brakes, now used on airliners, 
have reduced the required landing area 
to about one-half the distance formerly 
needed. Other improvements have 
placed the modern airliner far beyond 
its wartime progenitor, of which the 
less said the better. 

The failure of attempted freakish 
aircraft performances, wherein both 
engineering standards and common 
sense are sacrificed by so-called “crack 
pilcts” for self-glorification, have no 
more bearing on aviation’s true mission 
than has one of Will Rogers’ non-stop 
dipiomatic flights on our national 
jurisprudence. 

Equally significant and indicative of 
the hazards peculiar to different re- 
quizements in aviation, is the record of 
one commercial aircraft operator whose 
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planes have fown 4,500,000 miles with- 
out a passenger fatality (equivalent to 
178 times around the earth), while 
fatalities in the military services (U. S.) 
have averaged one per 273,510 miles of 
flight. The exacting requirements of 
the latter, in testing experimental 
devices and n2w equipment, instruction 
and formation flights in military tactics, 
and securing performance data on 
heavily laden planes, create conditions 
that do not occur in commercial flying 
conducted to schedule day after day, 
along the same routes, with standard- 
ized planes of proven performance, and 
with reserve planes held in readiness at 
either terminal for replacement of 
equipment needing minor adjustment. 
Pilots of commercial aircraft also enjoy 
a greater freedom from responsibility 
and fly with greater regularity—two 
factors essential to keen-edged pro- 
ficiency in handling aircraft. 


PROGRESS ON THE UNITED STATES 


We read much of the subsidized 
commercial eirlines of Europe, and 
statisticians have a penchant for quot- 
ing figures on the number of passengers 
carried by foreign airlines, but little is 
said of the commercial aviation in the 
United States, which, without subsidy, 
is establishing itself on a firm economic 
basis. 

The development of air transporta- 
tion, since the close of the World War, 
has made substantial progress, sur- 
passing relatively the early develop- 
ment of water, rail, or automotive 
traffic. Following in the wake of over- 
enthusiasm and imaginative prophecy 
depicting inconceivable accomplish- 
ments, aviation, both military and 
commercial, has responded to a degree 
almost incredible. Sir Samuel Hoare, 
British Secretary of State for Aeronau- 
tics, has recently said, “Aviation has a 
habit of providing great surprises and I, 
personally, am prepared for anything.” 
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With the Department of Commerce 
esta olishing, charting, and safeguarding 
civil airways, restricting air commerce 
Lo airworthy planes, and 
operating personnel to hold airman’s 
certificates, our capricious fears of 
flying will disappéar and public 
‘confidence, elevated above the horizon 
of its own misgiving, will proclaim air 
commerce, and demand that the air- 
plane’s birthplace shall no longer 
repudiate its utility. 

Are aviators afraid? Fear is not a 
substantial thing that can be photo- 
graphed or placed on exhibition but 
rather is known byitsfruits. Aviators, 
as a class, according to an army den- 
tist, are “the biggest cowards applying 
for treatment,” yet these same in- 
dividuals in the cockpit of an airplane, 
or the control car of an airship, display 
with exuberant mastery a skill and 
courage that finds no parallel in legend- 
ary or present-day exploits. Afraid? 
On the ground, yes; in the air, no. 
The lieutenant frightened speechless by 
a general’s rebuff has no fear of leaping 
into space with his parachute should 
this become necessary. What the 
psychiatrist calls a complex is the air- 
man’s ce n'est rien. Magnanimous 
through environment he is not the pre- 
tender judged by earth-bound critics 
after their own standard, but copes 
ever astutely for the mastery of self, 
that self-control which in every phase 
of human activity characterizes true 
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achievement with progress its recom- 
pense. 

Air commerce in the United States, 
already a realitv, is rapidly spreading 
its network of airways to better serve 
its homogeneous millions, 34.8 per cent 
of whom dwell im ninety cities of over 
100,000 population. The airlines of 
Europe, far advanced by comparison, 
are likewise extending their facilities 
to Egypt, India, South Africa and dis- 
tant Australia. In all countries of the 
world, air transportation is an accepted 
requisite, both for economic develop- 
ment and national defense. Facilities, 
skill, and experience, necessary for the 
establishment of a trans-Atlantic air 
route, are available in the United 
States today. This link, indispensable 
to world air commerce, is inevitable, 
and more than 1,000,000 people who 
now cross the Atlantic annually are 
awaiting a better and faster method of 
transportation. 

With planes overhead in constantly 
increasing numbers, have we not al- 
ready seen the realization of Tenny- 
son’s prophetic vision in “Locksley 
Hall”: 


I dipt into the future, far as human eye 
could see, 

Saw the vision of the world; and all the 
wonder that would be; 

Saw the heavens fill with commerce, 
argosies of magic sails, 

Pilots of the purple twilight, dropping down 
with costly bails; . . 


Some Economic Aspects of Aircraft Transportation 


By STEPHEN B. SwEENEY 
Instructor in Insurance, University of Pennsylvania 


T is usually exceedingly difficult to 
intelligently consider any particu- 
lar phase of a very broad subject with- 
out first getting a general picture of 
that subject. This is especially true 
of so recent a development as aircraft 
transportation. 

But an accurate general picture of 
aircraft development is difficult to 
obtain in these days of rapid progress. 
In addition to the difficulties caused 
by constant change, we have those 
resulting from the inaccuracies of news- 
paper and quasi-scientific journal re- 
ports, as well as the confusion caused 
by statements of extremely optimistic 
promoters and generally interested 
individuals. The only safe course is to 
confine oneself to the limited, statis- 
tically supported information, and the 
conservative statements of some few 
trustworthy authorities. 


THe Present DEVELOPMENT 


Toe term “aircraft transportation” 
includes, in its broadest sense, lighter- 
than-air (dirigibles, etc.), as well 
as heavier-than-air (airplanes) craft. 
But in most of the current discussion 
of the subject the term is practically 
confined to transportation by airplanes. 
There are some few instances of suc- 
cessful commercial dirigible operation, 
in Germany in particular, but they 
were largely sporadic post-war gestures. 
Any mention made of them must be 
merely to indicate possibilities in other 
than the present most exploited field. 

Regular aircraft transportation has 
already made many formerly distant 
cities “overnight neighbors” of each 
other, at least as far as mail and pas- 


senger communication is concerned. 
An examination of air maps will show 
a surprisingly heavy network of regular 
air lines spread over Europe, fair be- 
ginnings of such a network in the 
United States, Australia, and parts of 
Asia and Africa, and a brave start in 
South America. 


A World “Arr-Picture” 


An interesting picture, but a difficult 
one to draw because of the paucity 
of statistics available, would be a series 
of yearly maps, of Europe particularly, 
since the close of the World War. 
Attempts at regular aircraft transpor- 
tation had been made prior to 1918, 
but they were either distinctly experi- 
mental or military. Former Professor 
E. P. Warner, now Assistant Secretary 
of the Navy in charge of Aeronautics, 
made the following generalization in 
1922, after a European air tour: “The 
routes will be observed to fall into four 
general clesses, those radiating from 
London, the lines of Southern France 
and the Iberian peninsula, those of 
Germany and Northeastern Europe, 
and the French lines running to the 
east and northeast from Paris.” A 
superficial exemination of the develop- 
ment to 1927 does not seem to bear 
this out. The network seems to be 
a more or less general maze. But 
yearly maps would show that additions 
since 1922 could practically all be 
placed in some one of the four general 
classes outlined by Professor Warner. 
France, England, and Germany are 
still the outstanding centers of develop- 
ment. This is partly because of the 
presence of some of the economic fac- 
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tors discussed below. But the main 
explenateon for the intensity of develop- 
ment of these centers is a political one. 
France has spent millions of dollars 


in subsidy each year despite a long . 


unbalanced budget. England and 
Germany have not been far behind. 

The more important recent develop- 
ments are those pushing the means 
of rapid communication into the East. 
Moszow, Rostov, Batum, Constan- 
tinople, and Angora may now be 
reached in relatively few hours by air 
from Paris, Berlin, and London. There 
are nine daily services from London. 
An air trip from Cairo to Bagdad seems 
concronted with many difficulties, but 
its accomplishment is now regularly 
possible. 

The Mediterranean is rapidly being 
“bridged” at many points of its west- 
ern end. Casablanca, Oran, Algiers, 
Biskra and Tunis are now one-day 
excursion points from Europe and look 
like starting points to try out the 
possibilities of air transportation in 
Africa. (See map page 176.) 

The air transportation map of the 
United States is not so similar to a 
close network. Vast distances are 
practically wiped out here, however, 
as far as mailis concerned. New York 
and San Francisco are now approxi- 
mately thirty hours apart instead of 
five days as formerly. “Wing tracks” 
may now be found wending their way 
directly (or indirectly via the trans- 
continental air mail route), toward 
Chicago from many such outlying 
points as Seattle and Pasco (Washing- 
ton), Los Angeles, Pueblo, Dallas, New 
Orleans, Miami, Boston, Detroit, and 
Minneapolis. (See map page 171.) 

South America made its start, thanks 
to enterprising, efficient Germans. 
“Efficient ” because the regular service 
maintained between Cartagena and 
Bogota is said to be the only self-sup- 
porting common carrier air transporta- 
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tion company in the world at the pres- 
ent time. 

Our world picture is not complete 
until we note that Australia is well 
on the way toward completing an air 
circuit between its most important 
cities. Inland points, as well as sea- 
ports, are connected, and it is not hard 
to imagine Perth and Adelaide, Sydney 
and Charleville, and Camooweal and 
Derby joined by air in the near future 
to complete the circle. 


Statistics of Air Transportation 


Development 

During the years 1920-24 over 
twenty-five million miles were flown 
throughout the world over regularly 
operated air routes, and it is estimated 
that this aggregate was increased to 
thirty-four million miles by January 
1, 1926. 

Some idea of the rapid increase in 
mileage flown during these develop- 
mental years may be gained from com- 
paring the 1920 mileage figure of one 
and three-quarter million, with the 1924 
figure of eight and one-half million. 

Some other increases of interest are: 


1. The number of miles of regularly 
operated air routes from 6,794 
to 19,148, or an increase of 
181 per cent. 

2. The number of completed trips 
over regularly operated routes 
from 5,920 to 86,445, or an 
increase of 515 per cent. 

8. The number of passengers carried 
one stage or more from 9,233 
to 66,262, or an increase of 
617 per cent. 

4. The pounds of express, carried 
one stage or more from 482,230 
to 8,813,586, or an increase 
of 690 per cent. 

5. The pounds of mail carried one’ 
stage or more increased from 
566,744 to 2,859,836, or an 
increase of 401 per cenl. 


eS 


A 


Some Economic ÅSPECTS OF ÅIRCRAFT TRANSPORTATION 


Europe naturally commands first 
consideration in any examination of 
commercial air transportation. This 
is & disputed point if technical progress 
is the accepted criterion; but it is m- 
disputable if mileage flown and operat- 
ing experience built up is to be the 
test. The latter seems the more prac- 
tical measure. 

Of the twenty-five million miles 
flown throughout the world from 1920 
to 1924, Europe was responsible for 
seventeen and one-half million, or 69 
per cent. The United States came sec- 
ond, with six and three-quarter million, 
or 23.6 per cent, and then Colombia 
and Australia combined, with a little 
over one million, or 4,4 per cent. Mis- 
cellaneous statistics covering the period 
to date indicate that the above order 
is still indicative of relative activity. 

As will be seen from the following 
statistics, Europe’s development has 
been general throughout the range of 
the points of transportation interest. 
During the period 1920 to 1924 in- 
clusive the following increases are 
worthy of note: 


1. Number of miles flown, 380 per 


cent. 

2. Pounds of mail carried, 3,080 per 
cent. 

3. Pounds of express carried, 650 per 
cent. 

4, Number of passengers carried 
also increased 590 per cent. 


It will be recalled that France, Eng- 
land, and Germany were mentioned 
as the focal points of European com- 
mercial aviation. The following fig- 
ures substantiate the map impression. 
Regular French lines were responsible 
for eight million miles, or 31.9 per cent 
of the total four-year world mileage. 
This was 5.4 per cent more than the 
United States with its world-acclaimed 
air mail (before the beginning of 
its present seventeen feeder contract 
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routes). English planes flew three and 
one-half million miles, or 18.9 fer cent 
of the total. German planes flew a little 
over three million miles, or 12.6 per 
cent of the total. 


Development and Subsidy 


These three countries have another 
point in common along with all other 
European countries. From an eco- 
nomic standpoint all of their lines are 
parasites. “The total subsidies of Eng- 
Jand, France and Holland for 1924, 
at the current rate of exchange a- 
mounted to approximately three million 
dollars.”* In 1926 the French govern- 
ment voted the largest subsidy to date. 

This aid, that makes their contin- 
uously unprofitable operation possible, 
takes the form of direct and indirect 
subsidy. The direct can be generally 
summarized a3 follows: 


1. Generous loans over period of 
years at no interest (England 
and Holland). 

2. Payment for specified air mail 
routes (Germany). 

8. Annual money grants based on 
distance flown, etc. (France). 


The indirect subsidies can be so ex- 
tensive and complete that their costs 
do not lag far behind the direct. They 
take any or all of the following forms: 


1. Creation of airports (where gov- 
ernment hangars and other 
facilities are rented at a nom- 
inal sum). 

2. Dissemination of meteorological 
knowledge. 

8. Free use of radio communication 
facilities, 

4, Development of technical appli- 
ances. 

1 Department of Commerce and American 

Engineering Council Jomt Report on Cte 
Aviation. McGrew-Hill, 1926. This is a very 


complete and scientific report and is the source 
of a good many of the figures above. 
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5. Loan of improved types of trans- 
port planes. 

6. Passage of laws limiting the 
liability of air transportation 
companies. 


These subsidies are justified on 
various grounds. Theso-called “infant 
industry” argument is often heard in 
disguised forms. Usually the various 
governments consider commercial air- 
craft development an important factor 
in defense. A glance at the map of 
Europe, in light of the last war, ex- 
plains this. Some attribute the prog- 
ress and willing lavish expenditure to 
the education resulting from regular 
lines throughout the continent. The 
French give the following justifications 
for their expenditures:? Air lines 


1. Serve as a political connection 
with Roumania and other 
Balkan states. 

2. Interest the Balkan countries in 
French aeronautical products. 

8. Act as a laboratory for service, 
testing new types of planes, 
engines and equipment. 

4, Facilitate the study of long dis- 
tance aerial transportation 
where present communications 
are in general disorganized. 

5. Counteract the influence of Eng- 
lish and Dutch lines flying into 
Paris. | 

6. Connect France with its colonies 
in North Africa. 


These are typical of the reasons ad- 
vanced throughout Europe for the 
maintenance of transportation agen- 
cies whose operating revenues range 
from 6 per cent to 40 per cent of oper- 
ating expenses. And the trend seems 
to be toward increasing subsidy with 


2 Van Zandt, J. P., Report on the Commercial 
Air Transportation Actsmtis n England, France, 
Germany and Holland, June, 1924, p. 39 
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a consequent steady expansion: in com- 
mercial air activities.? 

The development in the United 
States can hardly be attributed to 
paternalism alone. The routes in this 
country have had to rest more or less 
on their own merits from the economic 
standpoint. The purely commercial 
projects m this country have never 
received any direct governmental aid. 
What little indirect aid they have re- 
ceived, such as the activities of the 
Army Airways, has heen negligible. 
Even the government operated air 
mail has abolished services ardently 
promoted at first, but eventually ad- 
mitted unsound from the dollars and 
cents standpoint. Any statistics of 
the United States development up 
through 1925 usually refer solely to the 
activities of the Air Mail service, be- 
cause private activities were largely 
sporadic and were not scientifically 
reported. This explams why United 
States statistics of passengers and 
freight carried are lacking. There 
were no regular services of these types. 
With the passage of the Kelly Bill, 
February 2, 1925, authorizing the pri- 
vate operation of air mail service under 
contract, along with passenger and 
freight service, this situation was 
changed from 1926 on. 

It will be recalled that the United 
States planes flew 26.6 per cent of 
the world mileage, 1920-24 inclusive. 
During this period the increase in 
yearly mileage was from 549,244 to 
1,522,763 miles and to 2,076,764 miles 
during 1924, or a grand increase of 275 
per cent. The pounds of mail carried 
increased from 526,578 to 1,500,084 
or 288 per cent. 

¿Van Zandt, J P, European Commercial 
Aeronautes, May, 1925, p 3 These are two 
very worthwhile reports prepared for the Ne- 
tional Advisory Committee for Aeronautics 
from first hand information gathered by Lieu- 
tenant Van Zandt on trips over practically every 
European air-way 
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The Colombian and Australian prog- 
ress is Just as marked. The former 
is of special interest because it is sup- 
posed to be self-maintaming. It en- 
joyed the following increases from 
1920-23 inclusive: 


1. Miles of regularly operated air 
routes from 794 to 1,069 or 
an increase of 84 per cent. 

€. Number of completed trips from 
208 to 331, or an increase of 
155 per cent. 

. Miles flown, from 2,687 to 180,- 
833, or an increase of 6,629 
per cent. 

4. Passengers carried, from 12 to 
1,084, or an increase of 8,933 
per cent. 

& Pounds of mail, from 110 to 
23,576, or an increase of 21,360 
per cent. 


2 


os 


The Australian development is highly 
subsidized on the basis of knitting 
together a country of inaccessible cen- 
ters of population. Its progress is 
most unusual in view of the short pe- 
riod of operation beginning in 1922. 
The increases during the first three 
years are as follows: 


1, Miles of regularly operated air 
routes, from 1,772 to 2,809, or 
an increase of 58 per cent. 

2. Number of completed trips, from 
1,045 to 1,858, or an increase of 
77 per cent. 

3. Miles flown, from 153,521 to 258,- 
072, or an increase of 64 per 
cent. 

4. Passengers carried, from 681 to 
1,472, or an increase of 116 per 
cent. 

. Pounds of express carried, from 
6,398 to 11,845, or an increase 
of 77 per cent. 

6. Pounds of mail carried, from 5,468 
- to 10,406, or an increase of 90 

per cent. 


or 
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All of the figures in the preceding 
pages cannot help but impress an 
examiner with one outstanding fact— 
increase. Whether or not this mcrzase 
means progress is largely dependent on 
the individual viewpoint. If that 
viewpoint is predominantly political 
and nationalistic, progress can be seen 
at every turn. If that viewpoint is 
economic, further data will have to be 
considered. 


Some DISTINCTLY Economic 
FEATURES 
The task of examining the distinctly 
economic features of aircraft transpor- 
tation is no easy one. Any discussion 


- of them is usually so linked up with polit- 


ical and social considerations that their 
absolute segregation is well nigh im- 
possible. There are many border-line 
cases. But for the sake of clarity of 
thought some such separate discussion 
must be attempted. 

From the economic standpoint the 
broad general task of commercial air- 
craft transportation is to add more 
value to the material moved than the 
extra cost of the service. This word 
“material” must be taken in its broad- 
est sense to include mail, freight and 
passengers. The general question of 
costs illustrates one of the border-line 
cases. 

For the purposes of this discussion 
costs will only include those direct 
costs of the transportation agency. 
There are bound ‘to be social costs 
such as government research work, navi- 
gation law maintenance, etc. ‘The 
extent of thase costs is almost impossi- 
ble to compute and spread over the 
various operations. 

There are some general features of 
this problem of adding au increased net 
value. The ccuntry to be served is an 
important consideration. In promot- 
ing a transportation agency whose 
outstanding selling point is speed, a 
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high standard of living in the country 
to be gerved is essential. Under or- 
dinary conditions speed means little 
to the nomad, the Chinese coolie, or 
the mountain trapper. Speed means 
much, however, where the division of 
labor is great and people are highly spe- 
clalized with the resulting complex 
system of exchange. Economic prog- 
ress seems to be very definitely tied up 
with the interdependence of society; 
and the more interdependent society 
becomes, the greater will be the pre- 
mium placed on speed. 

Attempts have been made to estab- 
lish aircraft lines in localities of minor 
industrial importance. Where the chief 
occupations are cattle-raising and 
agriculture, and the market for goods 
of aigh intrinsic value is very restricted, 
these attempts are bound to fail unless 
they are artificially supported. One 
au-hority summarizes this situation as 
follows: “The airplane has proved of 
value in sparsely settled regions where 
surface transportation is difficult or 
impossible; but traffic in such instances 
is, and for a long time must be, light. 
Its chief use will be between large and 
active centers of population, sufficiently 
far apart or otherwise so located as to 
permit material saving of time.” 

A number of services have been 
thriving apparently, on more or less 
unusual situations. One of these is the 
fact that it is quite the fad in some cen- 
ters of the world to include a trip by air 
in any “well regulated tour.” ‘The 
permanence of this asset is difficult to 
estimate. While it is true that a great 
many communities and industries de- 
pend on luxurious expenditure, It is 
hardly a safe basis for a transportation 
system. The capital investment is too 
great. 

Another asset of questionable im- 
portance has been the facilitated cus- 
tams service at air ports. This has 
been responsible for a good deal of 
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trade, but it is hardly a feature on 
which to build, for the future or on 
which to base eny great investment of 
fixed capital. If aircraft transporta- 
tion enjoys the growth predicted for 
it by its ardent advocates this advan- 
tage will soon disappear. Customs 
clearance will be as involved and as 
slow as at the centers of other means of 
transportation. 


The Wisdom of Subsidy 

When one considers the development 
of European air transportation, the 
question of the economic wisdom of 
subsidy is forced to the forefront. 
feeling among experts is that commer- 
cial aviation in various countries has 
suffered in direct proportion to the 
extent that artificial aid has been re- 
ceived. The feeling is that the condi- 
tions surrounding subsidies are not con- 
ducive to normal economic growth. 
Very often they are interfering with 
normal development. If this is not the 
case the opposite may be true, t.e., they 
may be granted too freely, and there- 
fore be employed in a manner opposed 
to the good of the industry. Lieuten- 
ant Van Zandt makes the following 
summary which would probably be 
acceptable to most of the authorities in 
the field: “In general, a policy of 
direct subsidy grants has not resulted 
in placing air transportation on a ra- 
tional business basis. . . . In several 
instances large contracts for regular 
consignments of goods have had to be 
refused by European air lines, because 
subsidy relations and other handicaps 
have made it impractical to handle 
them.” 

It is generally felt that certain in- 
direct subsidies are absolutely essential. 
These are hardly considered subsidies 
in a good many instances because the 
providing of them is looked on as an 
ordinary exercise of the police power. 
Government maintained ocean naviga- 


The | 


— 


Some Economic Asprcrs OF AIRCRAFT TRANSPORTATION 


tion facilities are taken for granted. 
It is felt that the provision of essential 
air navigation facilities is a direct re- 
sponsibility of the government. The 
average fixed base operator is not able 
to provide them. If he could provide 
them, it would be difficult, if not im- 
possible, for him to prevent competitors 
from making use of them free of charge, 
except as regards the use of his termina! 
fields. Even though the latter could 
be monopolized, one public official 
recently voiced the opinion of many 
when he said: “The time is not far off 
when a municipal airport will be an 
essential part of each city’s publicly 
maintained equipment.” 

While not directly economic, the 
development of public opinion will have 
a direct bearmg on the success of any 
enterprise. Airship lines have been 
projected and all but started, only to be 
ruined at their mception by mast un- 
timely disasters arousing adverse public 
opinion. It will be recalled that grad- 
ual education and favorable public 
opinion have been given as one of the 
important reasons for the advanced 
European development. 

Closely connected with this problem 
is the one of educating the public to 
avoid unwise investment in aircraft 
ventures. A few such unfortunate ex- 
periences serve to stamp on the public 
mind an impression that is hard to erase 
and the evil effects of which are long felt. 

There are many points that should 
be carefully considered by the general 
public before investing their money in 
what must remain, for some time to 
come, a highly speculative enterprise. 
‘The method of financing, the proposed 
routes, the type of equipment (partic- 
ularly the type of plane in light of the 
service to be maintained), rates of de- 
preciation allowed, the operating per- 
sonnel and the character sources and 
probable volume of traffic are some 
of them. 
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As part of this same thought it 
should be remembered that purely 
speculative ventures have .proved un- 
profitable. Unusual trips have been 
undertaken with a view to the adver- 
tising benefits resulting. One of the 
most, successful lines in Europe attrib- 
utes a good part of this success to the 
fact that rt has steadfastly refused to 
engage in such tempting projects. 

Further mention will also be made of 
the fact that in few instances do we find 
what might be called economic or cost 
of production rates prevailing. This 
applies to mail as well as passengers. 
We have instances of sharp decline in 
mail offered when rates were put on an 
economic basis. This fact introduces 
a new caution for the investor. One 
must be wary of accepting present 
charges for aircraft transportation as 
indicative of the competitive power of 
the service with already established 
means of transportation. This caution 
is especially necessary when the rates 
for European air-lines are quoted. 


Traffic is Paramount Interest 


Probebly the most important lesson 
that each operator has had, and will 
have, to learn is that traffic must be 
made the paramount interest. It is 
at this point that another limitation 
is placed on progress by subsidized 
development. Aircraft operators are 
just like other human beings. They 
cannot serve two masters well, and if 
they are looking toward sound develop- 
ment tkey will concentrate on provid- 
ing regular dependable traffic service. 

If the operators produce a favorable 
combination of speed, safety, reliability, 
cost, and availability, it is hardly over- 
optimistic to predict a sufficient volume 
of traffic to support operations in the 
economically advanced portions of the 
world. Attempts are made at various 
times to estimate available traffic for 
proposed transportation enterprises. 
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Any methods used must be expected to 
have a high degree of probable error. 
If this were not so one of the most 
speculative elements would be absent 
and the prize of large possible profits 
could hardly be expected. One such 
method offered is as follows:* 


Estimate a. Degree of municipal interest 

b. Postal receipts > 

c. Special Delivery Stamps 

d. Postal delivery area 

e. General managing, merchan- 
dise, etc. 

f. Average amount of daily 
mail and of first class mail 
destined for places beyond 
overnight train service 

It was found that this last item bore a 
singularly stable ratio to the total mau at 
each pomt, and varied from 1% to 2 per 
cent. This ratio was practically the same 
in all the cities studied. The traffic esti- 
mated from the above data was discounted 
60 per cent in making the final estimate of 
initial traffic. 

In common with all other traffic 
enterprises aircraft operators have 
found a great problem in balancing 
their traffic. Usually one direction is 
more favored than the opposite. A 
particular phase of this same common 
problem, that they probably sufter 
from most acutely, is the problem of 
intermediate stops. If a space is filled 
from a starting point to an intermediate 
point it is often impossible to sell this 
space from the latter point to the final 
destination. Then again if the space is 
completely sold out at the first point to 
final destination the intermediate point 
cannot take care of local patrons. 
These problems are particularly acute 
in aircraft transportation because of the 
limited amount of space in the airplanes 
at present available for commercial 
operations. It is interesting to note 
that the Germans propose detachable 
““gliders” to take care of this problem. 


4Depaitment of Commeice and A E. C 
Joint Report Civil Aviation, p 77. 


THE ANNALS OF THE AMERICAN ACADEMY 


Territory of Operations 

In most land transportation enter- 
prises topography is of great moment. 
Mountains and water are often barriers 
to railroad extension, and are always 
costly obstacles to overcome, which 
costs must be met by the consumer. 
This is not so generally true in aircraft 
transportation. As a matter of fact 
such obstacles are usually assets, as the 
cost of flying over them does not 
usually differ materially from other 
flymg. This gives the aircraft opera- 
tors a competitive advantage which 
helps bear the relatively higher cost 
over areas of easier land navigation. 

Thisis not true of weather conditions. 
These are of little moment with rail- 
roads and steamships, but may very 
materially hinder the economic position 
of aircraft carriers in certain localities. 
Catering to traffic interests has been 
mentioned as of paramount importance. 
Regularity of service is generally con- 
ceded to be one of the outstanding 
requirements of paying trafic. This 
regularity means uninterrupted service, 
as well as service rendered in the time 
contracted for. In certain localities 
winter flying has been found impracti- 
cal if not impossible, In others it is 
sporadic. Scheduled time maintenance 
has often had to be sacriticed because 
of weather conditions. This irregular- 
ity 18 more important on short lines be- 
cause of the relatively small amount of 
time saved. These factors should be 
remembered in determining the sound- 
ness of aircraft investment in a given 
locality. 

Many things are said Lo be the prob- 
lems of successful aircraft transporta- 
tion. One of these is certainly safety. 
This is largely dependent on proper 
organization and maintenance, as is 
shown by the lower insurance rates 
enjoyed by well established European 
air companies over land and water 


+ 


Some ECONOMIC ÁSPECTS OF AIRCRAFT TRANSPORTATION 


carriers. But the problem still has 
many unsolved phases. Not the least 
of these are those of correct altitude 
estimation, particularly for landing in 
bad weather, and of two way coramun- 
ication, 2.€., from land to plane and 
plane to land. ' 

Speed has been mentioned as an 
outstanding traffic factor. This is not 
strictly accurate. Saving of time rath- 
er than speed is the controlling fac- 
tor. Another examination of the varl- 
cus air maps will show that air lines 
have not yet entered those areas where 
short distances are easily and quickly 
negotiated by a well organized railroad 
system. The possible time saved is 
usually relatively negligible in these 
mstances even though great speed is 
attainable. 

Says one authority: “From 300 to 
800 miles is the worst possible distance 
for an overland air route, since thai is 
the distance over which travel by night 
presents the greatest advantages. Itis 
economically unsound at the present 
time to attempt to run air lines over 
routes already well served by railroads 
if the distance between the termini of 
the line is such as to make an easy 
night's journey by through train.” 

We find the most prosperous com- 
panies operating routes requiring more 
than a night’s run by rail, broken jour- 
neys to change from rail to boat and 
back to rail, and those requiring wide 
detours of surface transportation to 
avoid bodies of water, etc. These 
routes offer excellent opportunities for 
great saving of time over existing trans- 
portation facilities. 

The Jocation of the airport is very 
closely connected with the problem of 
saving time. Instancesare given where 
motoring to and from airdromes con- 
sumes as much time as is saved by 
the extra speed of the airplane over the 
railroad. This condition would hardly 
justify the extra rates and hazards 
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involved in the rise of former carriers. 
Accessible municipal airports*are urged 
as the solution of this problem. 


Operating Costs 
The idea of cost reduction is a very 
vital side of this problem of increasing 
the net utility of objects transported by 
air. ‘This problem has many aspects 
some of which have been already re- 


* ferred to indirectly. It seems that the 


operation of short routes alone is not 
economical, Aircraft transportation, 
along with other industrial enterprises 
enjoying relatively increased returns 
from large scale operations, seems to 
be naturally monopolistic. This tend- 
ency may be conservatively restricted 
to given areas but its existence is un- 
questionable and must be considered. 
The move toward combination of for- 
mer competitors in most European 
countries has been accompanied by 
great eccnomies and has resulted in 
more effective support from the large 
industrial interests. 

Connected directly with the cost 
problem is that of developing a satis- 
factory commercial plane. No really 
satisfactory commercial transport air- 
plane has yet been developed. Its 
development involves the following 
factors: 


1. High pay load per horse power 
installed. 

2 Large comfortable cabin. 

3. High cruising airspeed with a low 
landing speed and a good rate 
of tlimb on take off. 


So far, the above has been an impossible 
combination. Some one or two of the 
factors has been necessarily neglected 
with a consequent reduction in com- 
mercial efficiency. A part of this prob- 
lem has been that of the suitable 
number of engines. Anywhere from 
one to four are in use and it seems that 
up to the present the single -engine 
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planes are most reliable in service.! 
A new type of three engine plane, de- 
signed especially for commercial use 
is being built at the present time and 
great taings are hoped for it. 

The fitting of the plane to the partic- 
ular type of service is also very im- 
portant from the standpoint of effi- 
cient operation. An airplane designed 
strictly’ for goods service will save 5 
per cen: or more of the light weight of 
the same plane equipped for passenger 
service. Use of old war stocks and the 
general attempt to combine both types 
of service has resulted in less econom- 
ical opezation on this score. 

There has been extensive discussion 
as to which is the best plane, all metal, 
“stick and wire,” or welded steel tube. 
Various countries seem to be prejudiced 
in favor of a particular type. It is felt 
that the life of a duralumin plane must 
be measured in thousands of hours but 
the cost of such a plane is greatest. 
The following are some of the factors 
that must be considered in choosing 
the most economical plane: 

1. Initial comparative investment. 

2. Rapidity with which vehicle may 

become obsolete or inadequate. 

8. Ease of maintenance and repair 

facilities along the route. 

4, Character of likely weather. 

5. Availability of shelter. 

In the last analysis it is net earning 
dower that counts. 

Adequate insurance has been one 
of the cost “bugbears” of commercial 
operators. Full protection constitutes: 

Property coverages on Plane and 

Cargo against, 
1. Accidental Damage. 
2. Fire. 
3. Windstorm. 
4. Lightning. 
5. Burglary and Theft. 
* Van Zandt, J. P., Report on Commercial Astr 


Transportation Activities in England, France, 
Germany and Holland, p. 6. 
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Third Party Coverages. 
1. Public Liability. 
2. Property Damage. - 
3. Workmen’s Compensation and 
Employers’ Liability. 
4, Legal Liability for Passengers— 
for injuries. 
Personal Coverages. 
1. Life Insurance—pilots, opera- 
tors and passengers. 
2. Accident Insurance—pilots, op- 
erators and passengers. 


This last is necessary because, with 
very few exceptions, passengers nullify 
any recent personal insurance during 
aircraft flight. While the first two 
groups are direct costs of production, 
provision of the last at reasonable 
rates is a problem vitally connected 
with the welfare of the enterprise. 
Non-fixed-base or “gypsy flyer” opera- 
tions, and the necessary dependence 
on meager war experience statistics 
have made insurance rates practically 
prohibitive. Many operators have 
been following the dangerous practice 
of carrying their own risks with the 
almost surely disastrous results that 
eventually accompany such a practice. 
The insurance outlook in the U. $. at 
present is brighter than it has been 
for years, however. The close of the 
ploneer years 1919, 1920 and 1921 
found all of the companies abandoning 
the field to “The Travelers.” This 
lone company persevered right through 
to the present and has been recently 
joined by The Indemnity Company of 
America and The Independence Com- 
panies. It is hoped that others will 
forget their “gypsy” experience and 
soon re-enter the field. 

Schedule maintenance has been men- 
tioned as most important. ‘This means 
a reserve of at least 30 per cent of 
the planes in daily flight. This adds 
another cost to any sound operation 
estimate. 
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finally being forced to limited accord by 


It will be recalled that the outstand- 
ing cheracteristic of European aircraft 
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ráll and air rates, because, in practically 
all instancts, air rates are based on the 
general principle of “what the traffic 
will bear.” Contracts for goods traffic 
on routes such as Paris-London, where 
ccmpetition is keen, are often placed 
at rates far below the actual expense 
of transportation. Despite this condi- 
tion Investigator Van Zandt says: 
“European experience presents evi- 
dence that it is possible for air trans- 
portation under suitable conditions 
to be conducted with a degree of 
regularity, safety and dispatch suff- 
cient to establish it as an important 
channel of commerce in the transporta- 
ticn resources of a nation.” This 
stetement is probably prompted by 
the fact that the heavy investors in 
aviation in the important European 
countries are the leading industrial, 
shipping, banking, and forwarding 
organizations. 
. The fact of great European growth 
in the last five years has been discussed 
_ heretofore. It is interesting to note 
thet this growth has not been uniform 
among the various nations. Great 
Britain has always led in the number 
of passengers carried, but is being 
pushed rather hard by rapidly develop- 
ing Germany. France has first place 
for accumulated mileage and goods 
carried. 

Great Britain's lead in passenger 
trate is not due to the fact that her 
people take to air transportation most 
naturally. As a matter of fact they 
are excelled only by the French in their 
reluctance to leave the ground. The 
Germans and Dutch people are said to 
be natural air travellers. Great Brit- 
ain’s passenger traffic has been largely 
made up of American tourists who 
probably desire to get their socially 
necessary thrill over with as soon as 
possible. 

The regularity of European traffic 
generally is a mooted point. Optimists 
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and promoters claim it to be very regu- 
lar but sometimes qualify their remarks 
by, “as regular as could be expected,” 
or “regular in summer.” Pessimists, 
and ‘many Europeans in particular, 
claim that its regularity is far from 
desirable. Even statistics on this 
point must be taken “with a grain of 
salt.” They do not usually include 
the number of trips scheduled but not 
commenced, due to bad weather and 
other causes. It must be remembered 
that the northern part of Europe is 
subject to fog a good part of the year 
and this materially interferes with 
regularity. England and Holland in 
particular are sufferers on this score, 
and their irregularity will probably 
continue to be a handicap to sound 
economic progress until radio signalling 
technique makes further advances. 
Closely connected with regularity 
and completeness of service is the prob- 
lem of night flying. Experiments have 
been being conducted on the London 
and Paris routes as well as on the Ber- 
lin-Copenhagen-Stockholm, the Bel- 
grade-Bucharest and the Paris-Prague 
routes. But development along this 
line will probably have to await further 
international accord and co-operation 
because the political situation inter- 
feres with thorough ground organiza- 
tion. Perfected ground organization 
such as beacons, emergency fields, radio 
reports, etc., is an absolute essential of 


night flying. 
Great Britian 


The particular subsidy conditions of 
Great Britain are as follows: 

The lines (excepting the Bagdad to 
Cairo which is operated by the govern- 
ment) are developed by a private 
company with a government subsidy. 
This subsidy is fixed at one million 
pounds sterling over a period of ten 
years, and divided into annual amounts 
decreasing proportionately. 
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The repayment of this sum is pro- 
vided for whenever the final profits of 
the company are superior to a fixed 
scale. 

The government controls the ad- 
ministration of the company. 

The last point is important, Most 
European nations keep a large amount 
of control of the companies. Some- 
times this has had bad economic results 
and sometimes good. One good result 
in Great Britain was the compulsory 
consolidation of former competitors 
into the “Imperial Airways, Ltd.,” as 
of April 1, 1924. This effected many 
worth-while economies. 

One result of this consolidation was 
an agreement with the Deutscher Aero 
Lloyd for more efficient hardling of 
their joint route to Berlin. The com- 
panies fly in opposite directions each 


day and thus furnish a regular daily | 


service at a greatly reduced cost. 

Great Britain seems to have gone the 
limit in centralization and has suffered 
somewhat from the elimination of 
healthy competition and too close rela- 
tionship between civil and military 
aviation. But this centralization has 
probably helped make possible its most 
thorough regulation, which many feel 
is largely responsible for the excellent 
safety record of English subsidized 
lines. l - 

The British insurance companies are 
well organized and have likewise com- 
bined to handle aircraft insurance. 
This has resulted in better, cheaper, 
and more efficient service, which is an 
absolute essential for the sound devel- 
opment of an enterprise which is so 
naturally hazardous at best. 


France 


Any separate discussion of French 
aircraft transportation should begin 
with an understanding of the most 
liberal of subsidy policies found in 
that country. Most writers feel that 
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France has suffered more as a result of 
the misuse of appropriations than she 
has gained from her leadership in 
mileage. The Franco-Roumaine com- 
pany is one of the least profiteble but 
its politically strategic position is the 
main excuse for its existence. The 
Roumanian, Czech-Slovak, Polish, and 
Yugo-Slav governments all contribute 
to its support. 

The general subsidy conditions are 
as follows: 

French lines are operated by private 
companies with government subsidies 
which are accorded in the forms of 
premiums. 

Purchase Premium on the cells and 

motors, equal to half the cost. 

Distance Premium, in proportion to 

the number of kilometers covered 
and the amount of tonnage carried. 

Administration Premium, fixed each 

year for each company. 

Protit Premium, proportionate to the 

excess of receipts over expenditure. 

Supplementary Distance Premium 

(equal to 50 per cent of the dis- 
tance premium) in order to balance 
the development account of the 
Company if it is in debt. 

Government participation in even- 
tual profits from development is 
provided for according to certain 
conditions. 

The State controls the administra- 
tion, finance, and bookkeeping of the 
companies. The “Conventions” are 
signed between them and the Govern- 
ment (up to the present, annual and in 
the future, decennial).’ 

Besides the above, France has been 
most liberal in its indirect subsidy 
provisions. At Le Bourget, the ter- 
minal airdrome for Paris, eleven rein- 
forced concrete hangars have peen built 
and are rented at nominal amounts. 

T Fo? further discussion of European subsidy 
condit.ons see the International Chamber of 
Commerce Supplement to No. 8 of the Journal. 
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It is known that all of this liberality 
has its pasis in the desire for military 
strength, and it is generally felt that 
this is responsible for the hostility that 
the French lines have had to cope with 
throughout Europe, particularly in 
Germany and Spain. It was the 
Franco-Roumaine line which lost 
twelve planes in 1923 as a result of 
forced landing in Germany. It was 
not until May 8, 1926 that France, 
Germany and Belgium finally reached 
agreement as to reasonable aircraft 
intercourse. 

This agreement will possibly put 
French lines on a sounder economic 
basis. They too have been consoli- 
dated. Five lines are at present 
operating under the subsidy conditions 
outlined above. It is hard to say 
which has the brightest prospects. 
The Latecoere Line to Morocco has the 
best record for regularity and mail car- 
riage. This line also traverses such 
long distances that the large saving in 
time makes small delays of less impor- 
tance. But it is faced with the diff- 
culty “that Morocco and Algeria are 
not of sufficient industrial importance 
to support an air service of the magni- 
tude required. ... To circumvent 
this situation Latecoere is actively 
promoting an extension of the Moroc- 
can line down the African coast over 
1,000 miles to Dakar there to connect 
with South American mail and passen- 
ger steamers. ” 8 

France enjoys one advantage over 
the rest of Europe. It is the main 
exporting center for valuable articles of 
small bulk. Aircraft transportation is 
so costly that its main resource will 
long be such “de luxe” traffic. The 
French failure to build up a helpful 
mail traffic is probably due to the fact 
that the service, except Latecoere’s, is 
too irregular. Another explanation is 

8 Van Zandt, J P, Letecoers Aw lanes, 
August, 1925. 
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the old one of international strife, 
which must be overcome before mail 
service can be madeacceptably efficient. 
French insurance (and thus reliable 
operation) has been aided greatly by 
careful inspection of planes by the 
“Bureau Veritas” a semi-public organ- 
ization. But the service is not on a par 
with the British. One bright spot for 
the operators, however, is the law of 
June 3, 1924, which establishes the free- 
dom of the air company from respon- 
sibility for goods or passengers, if so 
declared on the ticket or bill of lading. 
This materially reduces the carriers 
insurance cost and puts him on a 
somewhat firmer competitive basis. 


Germany 


When one thinks of Germany and air 
transportation the name “Zeppelin” 
probably comes to mind. ‘There is 
little doubt that the Germans have 
made the greatest progress in the de- 
velopment of lighter-than-air craft. 
It is even claimed that Germany just 
before the war operated a regular com- 
mercial Zeppelin service between Co- 
logne and other Rhine cities. But 
confirmation of the existence of such 
services at the present time is lacking. 
The technical economics of lighter-than- 
air craft has been treated extensively 
by one German writer but the extent to 
which this has been put into practice is 
uncertain. The recent transfer of most 
of the Zeppelin production interests to 
the United States seems to indicate a 
shift in the location of future develop- 
ment. It might be said, in summary, 
that lighter-than-air commercial opera- 
tion calls for a much greater capital 
investment and a larger force of techni- 
cal and operating experts, which com- 
bination would seem to oppose any 
rapid development. 

German subsidy conditions are prob- 
ably more conducive to sound progress 
than those of any other European na- 
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tion. They are granting subsidies for 
the transportation of mail bags and for 
the replacement of material. The air 
mail allowances are a fixed amount 
based on the number of flights and the 
useful carrying capacity of the plane 
operated on specified routes during six 
months of the year. The company 
agrees to carry up to a maximum of 100 
kg. of mail per trip, if it is offered. The 
actual receipts from the sale of air mail 
postage go to the state, so that when 
the average load of mail develops to 100 
kg. for each flight undertaken, the 
government will receive an income 
proportionate to its payments to the 
air transportation company. This is 
now practically a pure subsidy. 

Formerly there were two controlling 
lines in Germany, the Deutscher Aero 
Lloyd Aktien Gessellschaft, and the 
Junkers Luftverkehr. The former 
was the result of the amalgamation, on 
February 6, 1923, of the majority of 
independent air lines. It was backed 
by such interests as the following: Hugo 
Stinnes, Thyssen, A. E. G., Hamburg 
Amerika, Nordentscher Lloyd, Robert 
Mayhoefer, and the Deutsche Bank. 
The latter was unique in that it was 
controlled by an aircraft manufactur- 
ing company and operated to create a 
market for the sale of its airplanes. 
These both had various subsidiaries in 
other countries, particularly Russia. 
Great economies were probably effected 
by the consolidation of these two major 
groups into the Deutsche Luft Hansa 
during March, 1926. This probably 
gives the Germans the most powerful 
single air transportation line in ‘the 
world. | 

The fact that the German lines under 
least liberal subsidy have operated with 
a better safety record than the French, 
and at the same time more economi- 
cally, is probably the result of their 
superior organizing genius which is 
everywhere apparent, 
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The occupation of the Ruhr gave a 
rather unique impetus to aircraft trans- 
portation, and illustrates the occa- 
sional advantage the possession of such 
a service may afford. When the 
French practically stopped all land 
transportation to and from the Ruhr 
there was an extensive heavy zoods air 
traffic built up between London and 
Cologne. 

The greatest German handicap has 
been the limitation on size and power 
of aircraft imposed on them by the 
Treaty of Versailles. With the re- 
moval of this limitation in the supple- 
mentary agreement of May, 1926, the 
German aircraft transportation busi- 
ness received its greatest impetus 
toward sound development. If the 
Germans succeed in operating the-pro- 
posed 5,000 miles service between 
Berlin and Vladivostok they will 
reduce a 131%-day trip to a 50-hour 
trip. This would be as epoch-making 
event in their progress in the East. 

German insurance is taken care of by 
a very close pool. Its statistics are 
kept secret, but it is known that Ger- 
man planes enjoy very low rates as a 
result of their fine safety record and the 
legislation favoring the common car- 
rier. This is one of their many cost 
advantages in international competi- 
tion. 


Holland 


The only other European country 
deserving separate discussion of its 
aircraft transportation activities 1s 
Holland. The Dutch services are 
unique in’ that they were started by 
business men as a purely business 
proposition, and were not subsidized 
until after they had been running long 
encugh to prove that this was too great 
a handicap under present European 
conditions. 

The subsidy was fixed arbitrarily at a 
maximum of 1,400,000 florins (about 
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$560,000), and divided into annual 
amounts which were to be eventually 
reduced hecording to the profit and loss 
account of the company. 

The repayment of this amount to the 
government was to be provided for out 
of the profits. 

The government controls the ad- 
ministration and bookkeeping of the 
company. 

The conditions of the subsidy are not 
very exacting, which probably helps to 
explain the fact that they obtain a 
higher percentage (40 per cent) of their 
operating expense from operating rev- 
enue than any other line in Europe. 
Another explanation of this efficiency 
is probably the fact that the Royal 
Dutch Air Service has steadfastly 
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refused to engage in speculative ven- 


‘tures for advertising purposes, with the 
single exception of the Dutch East 


Indies flight. 

The fact that 1214 per cent of sched- 
ule flights are wholly or partially pre- 
vented on account of bad weather, 
indicates one of the main handicaps 
air transportation suffers over land and 
water routes in Holland. Despite this 
bad weather Holland has a good safety 
record and even indulges in the usually 
precarious undertaking of self-insur- 
ance. The company sets aside each 
year a reserve (probably a bookkeeping 
one) equal to about 25 per cent of the 
investment in flymg equipment. 

Other countries in Europe have en- 
joyed negligible development or their 
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lines are tied up with those of the four 
countries discussed above. It is cer- 
tainly an unusual and interesting situa- 
tion to have three or four countries 
contributing to the support of another 
nation’s transportation service. 


The United States 


The United States is noted the world 
over for the remarkable achievements 
of the air mail ever since its inception 
at the close of the world war. Since 
1922 the miles flown per crew fatality 
are greater than those flown by England 
or France. This is the only personal 
safety comparison possible because, 
until 1926, the air mail did not carry 
passengers. 

It also had a remarkable record of 
reliability. A two-year comparison of 
scheduled trips completed on time on 
the New York to Chicago Air Mail serv- 
ice, and with the number of trains in 
New York State arriving on time at 
division terminals during 1910-20 in- 
clusive, gives interesting proof of this 
reliability. Based on a ground speed 
of 70 miles per hour, the mail planes 
show “on time” averages ranging from 
73 per cent in winter to 97.8 per cent in 
summer during a two year period. 
Passenger trains operating on a sched- 
ule half as fast show averages ranging 
from 75.3 per cent to 85.8 per cent. 
Another interesting comparison of re- 
liability is the following: “The U. $, 
Air Mail for the three calendar years 
1922-24, inclusive, transported 159,- 
843,096 letters, of which only 125 lbs., 
or approximately 5,000 letters were 
lost or destroyed. This number is 
about half the percentage of losses of 
registered packages transported by 
U.S. railroads.’ 

The air mail has been supported by 
annual credits granted to the Post 
Office Department by Congress. These 

° Department of Commerce and A, E, Ç, 
Joint Report on Ciri Aviation, p 64, 
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credits for 1925 were approximate- 
ly $2,750,000. The expenditures for 
1925 were $2,743,750.81, while the re- 
ceipts ¿rom postage were only $602,- 
627.54. This shows the air mail to be 
far frem a self-supporting basis, es- 
pecially when it is remembered that a 
number of operating costs are not in- 
cluded in the Post Office statement 
which a commercial company would 
have to make due allowance for— 
namely, expenses involved in soliciting 
traffic, legal expenses, depreciation, in- 
surance and so forth. The fact that 
the air mail has suspended services 
started in various parts of the country 
because of their apparent inability to 
ever become self-supporting indicates, 
however, that an earnest attempt has 
beer. and is being made to put the serv- 
ice on as sound an economic basis as 
possible. While the night service has 
been particularly costly from the stand- 
point of lighting equipment, extra pi- 
lotage pay, etc., it has been felt that 
this service supplies a fundamental 
need and will do a great deal toward 
putting the air mail on a paying basis. 


U. S.-Private Carriage of Air Mail 


On February 2, 1925, the Kelly Bill 
was passed by Congress authorizing 
tke carriage of mail by private enter- 
prise at rates of postage of not less than 
ten cents per ounce. Under its term 
the Postmaster General may also con- 
tract for the forwarding by aircraft of 
first-class mail other than air mail. In 
elther case the contract price cannot 
exceed four-fifths of the revenues de- 
rived from the mail so transported. 
It also authorizes the Post Office De- 
partment to contract for the private 
operation of existing routes and tc 
establish additional routes. 

Another bill was passed in 1926 
establishing an assistant secretary of 
commerce in charge of aviation. His 
duties will be generelly to provide: 
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1. Aids to commerce, such as bea- 
cons, weather information and 
maps or route cards. 

2. Certification of planes, licensing 
of pilots and establishment of 
routes. 

8. Fostering of air commerce, mainly 
by making transportation safer 
and by making fullest and wis- 
est use of present equipment. 

It will be noticed that all of the aid 
authorized in the above two laws is 
indirect and looks toward practical self- 
supporting operation. Largely as a 
result of the passage of these two bills 
the following are some of the lines that 
have been organized and are operating 
regular services in the United States: 


1. Boston-New York (Colonial Air 
Transport), 220 miles, begun July 1, 
1926, 6 days a week, except 
holidays. 

2. Chicago-St. Louis (Robertson Air- 
craft Corp.), 277 miles, begun April 
15, 1926, 5 days a week, except 
holidays and day following. 

3. Chicago-Dallas (National Air Trans- 
port), 995 miles, begun May 12, 
1926, daily. 

*4. Salt Lake City-Los Angeles (Western 
Air Express), 589 miles. begun April 
17, 1926, daily. 

5. Pasco-Elko (Walter T. Varney), 424 
miles, begun April 6, 1926, 6 days 
a week, i 

6. Detroit-Cleveland (Ford Motor Co.), 
91 miles, begun February 15, 1926, 
6 days a week, except holidays. 

7. Detroit-Chicago (Ford Motor Co.). 
278 miles, begun February 15, 1926, 
6 days a week, except holidays. 

*8. Seattle-Los Angeles (Pacific Air Trans- 
port), 1,078 miles, begun September, 
15, 1926, 6 days a week. 

9. Chicago-Twin Cities (Northwest Air- 
ways), 384 miles, begun June 7, 
1926, 5 days a week, except holidays 
and day following. 

*10. Atlanta-Jacksonville-Miami (Florida 
Airways), 740 miles, begun April 


“ Cnly lines carrying passengers. 
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1 between Jacksonville and Miami 

(398 miles), and September 16, 

1926, between Jacksonville and 

Atlanta (347 miles), six days a week. 

11. Cleveland-Pittsburgh (Clifford Ball), 

115 miles, to start April 21, 1927, 

Cheyenne-Pueblo (Colorado Airways), 

200 mules, begun May 31, 1926, 
daily. 

18. Seattle-Victoria (Eaward Hubbard), 
78 miles, foreign air mail route 
operating 20 days a month, begun 
October 15, 1920. 

14. New Orleans-Pilottown (Arthur E. 
Cambas), 80 miles, foreign air mail 
route operating 20 days a month, 
begun 1922, 

15. Cleveland-Louisville “Kaess Aircraft 
Corp.), 342 miles, not started in 
1928. | 

16. Detroit-Grand Rapids (Stout Air 
Services), 140 miles, begun August 
2, 1926, every other day; beginning 
October 1, 1926, six days per 
week. 

*Philadelphia-Washington (Philadel- 
phia Rapid Transit), 107 miles, 
started July 6, 1926; discontinued 
November 30, 1926, daily. 

*Philadelphia- Washington-Norfolk 
(Philadelphia-Rapid Transit, 234 
miles, started Sept. 13, 1926; dis- 
continued Nov. 30, 1926), daily. 

17. New York-Atlanta, 744 miles (Pitcairn 
Aviation). 


"19. 


‘ These services are all too new to be 
able to make any examination of their 
soundness. Their contracts are all 
separate agreements with the Post 
Office Department limited only by the 
terms of the Air Mail Contract Law 
outlined above. The operstors are 
allowed to carry express cargo and 
passengers and a reasonable amount of 
both of these will doubtless be'neces- 
sary to insure their financial success. 
This is indicated by the fact that one 
operator sought government release 
from his contract shortly after making 
it. He said that one day's air mail 
from St, Paul, Minneapolis, bore $8 
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worth of postage, of which he received 
48 per cent. i 

From 1921-24 the Aeromarine Air- 
ways, Inc., operated three scheduled 
passenger services: one connected Key 
West and Havana, and another Miami 
and Nassau during the winter; the 
third service operated during the 
summer between Detroit and Cleve- 
land. Evidently the line did not pay 
because none of the services are in 
operation at the present time. There 
are a couple of short services on the 
west coast catering mainly to passen- 
gers and supposedly meeting expenses, 
but it is felt that the air mail contract 
system is the first real step toward the 
firm establishment of air transportation 
service on a commercially successful 
scale. 


U. S.-Industrial Uses 


The United States is probably fore- 
most, however, in the use of airplanes 
for industrial purposes. Air cotton 
dusting for the boll weevil has proved 
' cheaper and more effective than ground 
dusting. It has already effected a net 
saving of many thousands of dollars 
and it is estimated that this work could 
result in a maximum net saving of 
$185,000,000. The U. S. Bureau of 
Entomology is extending the use of the 
airplane to the fighting of other plant 
pests also. The United States Topo- 
graphical Survey has plans to cover 
most of its field work by means of aerial 
photography. “It is estimated that 
the gross sales of three of the most 
active airplane photographic companies 
in this country amounted to $1,000,000 
in 1925. Forestry patrol, fire fighting, 
and crop estimation work have all used 
planes extensively during these devel- 
opmental years. 

The step taken by the United States 
that will doubtless be one of the great- 
est long-run, sound influences was the 
establishment of the National Advisory 
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Committee for Aeronautics by an act 
of Congress on March 3, 1915. While 
its primary function is to advise and 
investizate for the alr services of the 
Army and Navy, it is authorized to 
furrish information, or conduct scien- 
tific or technical research for any 
individual in the United States, pro- 
vided such individual defrays the 
actua! cost involved. The committee 
keeps itself advised of research progress 
in other countries and releases this 
information to university laboratories 
and aircraft manufacturers. Its de- 
velopment has been similar to that of 
any other scientific body, slow, but 
this makes one feel that its progressive 
effect is assured. 


Colombia and Australia 


There is little information available 
about the Colombia and Australia proj- 
ects, beyond the statistics already dis- 
cussed. It will be remembered that 
the former is a non-subsidized service 
operated by German interests. It 
seems to be satisfying a vital transpor- 
zation need which probably explains 
its self sufficiency. 

The Australian lines are developed 
by private companies with subsidies 
from the Australian Government. 
Further extensions are planned and the 
subsidy expenditures are probably 
justified on the grounds that the var- 
ious services promote the welfare and 
safety of the important mining com- 
munities and bridge over areas difficult 
to cross by ordinary means of trans- 
portation. 


Some [INDICATIONS OF FUTURE 
POSSIBILITIES AND CONCLUSIONS 


After an extensive trip over Euro- 
pean alrways a scientifically trained 
investigator made the following obser- 
vation in 1925: “The operation of -air 
transportation shows everywhere an 
encouraging increase in regularity and 
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safety, a growth in traffic and a de- 
crease in eunit operating costs. It is 
increasingly evident that the limits in 
regularity, safety, traffic volume and 
decreased costs have nowhere been 
reached and the curve of improvement 
is steeply upward.” Another dis- 
interested investigator confirmed these 
generalizations after a 21,000 mile trip 
during the first part of 1926. 

It will be noticed that the points 
mentioned above are those that have 
already been discussed as some of the 
most crucial determinants of sound 
economic progress. The picture of 
what the future holds in store certainly 
seems bright. But there is one seed of 
decay that is still present and whose 
elimination must be continually at- 
tempted if the future development is to 
be increasingly more sound. Most of 
the present foundation has been built 
on subsidy. One needs: but to recall 
that the French railroads and steam- 
ships have been subsidized for the 
üfty odd years of their existence, to 
realize that such paternalism practi- 
cally always breeds comparative weak- 
ness. The railroads of many of the 
other countries of the world have long 
been self-sufficient. In these days of 
g:gantic enterprises and large capital 
investment direct government aid 
usually seems the easier initial course. 
But large industries are continually 
being started by private enterprise and 
they are usually the better for it. 

It is significant that not one active 
or potential operator of all those ques- 
tioned during a recent extensive inves- 
tigation in the United States desired 
direct subsidy. This portends well for 
the future of aircraft transportation in 
this country. If enterprisers are so 
convinced of the sound possibilities of a 
given venture that they are unani- 
mously willing to assume all of the risk, 
there seems to be little question that 
they will overcome any temporary 
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difficulties involved in economic oper- 
ation. 

It is not strictly true that they are 
willing to assume all risk. General 
navigation facilities involve too heavy 
an expenditure to ask them to make. 
It is interesting to conjecture on the 
degree of ocean transportation inter- 
course we would enjoy at the present 
tıme if the various governments had 
not long ago taken it upon themselves 
to make the seas as safe as possible. 
And we must always remember that 
economic progress requires specializa- 
tion which in turn requires widening of 
markets. Man has always been rela- 
tively quick to intensively exploit any 
tools which will improve his economic 
status. 

That aircraft transportation seems 
to be no exception to man’s self-interest 
prosecution activity is borne out by 
many facts. Business men are every- 
where taking an increased interest 
in air transportation, Many cities 
throughout the world have established 
and are establishing conveniently 
located municipal airports. Technical 
schools in the great universities are 
offering complete courses in aero- 
dynamics and aeronautical engineer- 
ing. Endowments have been created 
for the continuous study of economic as 
well as the mechanical aspects of the 
problems of aircraft transportation. 
Public governing bodies have been, 
after years of stirring, finally roused to 
the passage of economically sound 
legislation. International bodies have 
made some beginnings in bringing to an 
end the jealous, wasteful strife over 
air services between various nations. 
Much has still to be done on this score 
and much will remain undone ss long as 
civil and military aviation have so 
much in common. The greatest inter- 
national progress will be realized when 
the two are as any separated as 
possible. 
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N 
de * In the light of the foregoing observa- 
tions one cannot help but be optimistic 
about the future in those localities that 
realize the net burden of subsidy. 
Those who magnify the accidents and 
failures are similar to those who, less 
than a generation ago, predicted that 
the automobile would always remain a 
plaything. Those who count on un- 
- bridled optimism creating an immedi- 
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ately paying investment fail to realize 
the complexities of economic dife in 
general. They forget that it must 
move more or less as a unit, that more 
costly transportation schemes must 
prove their power to add greater net 
value to the objects transported before 
their demands on our slowly increasing, 
usually busy fund of capital will be 
willingly met. 


° Air Transportation 


By Antony H. G. FOKKER 
Atlantic Aircraft Corporation 


IX months have seen a general 

change of mind with regard to 
aviation among the bankers, transporta- 
tion people and business men of Amer- 
ica. Of the possibilities of air trans- 
port and its vast ultimate utility no 
doubt now exists. Even the elderly, 
who personally hesitate at going up in 
planes, are convinced of their safety 
and necessity, and the younger genera- 
tion adopts air transportation with 
enthusiasm, or more significantly, as a 
matter of course. 


In Wan 


This general change of attitude has 
had its effect upon America’s valuation 
of aviation for national defense, but, 
speaking generally, the nation still does 
not fully comprehend the part which 
aircraft inevitably will play in future 
wars. This seems, indeed, to be 
grasped very slowly here. But under- 
standing of course will come. The 
actual American demonstration of the 
fact, that battleships cannot resist and 
must sink under aerial bomb attacks, 
was as significant and dramatic as 
could have been the first startling 
achievements of projectiles propelled 
by exploding gunpowder inthe first 
cannon. To the understanding mind 
that aerial demonstration was proof 
positive that in future warfare artillery 
will not play the dominating róle, as it 
has in the past. 

After gunpowder supplanted slings 
and catapults each new war effort 
showed great changes in the manner of 
its use, as for instance, the tiny cannon 
of the American Revolution as com- 
pared to the ordinance of the American 
Civil War. Evolution in the growth of 
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destructive power during that period 
was startling, but the contrast between 
the heaviest Civil War period artillery 
and that of the World War was still 
greater. 

Changes in aircraft will be as notable, 
and, because all life and effort have 
been speeded up, will be more rapid. 
Aviation with its present equipment 
can be regarded as only in the first 
stage of a technical development cer- 
tain to be tremendous. ‘The combina- 
tion of aviation with modern chemical 
warfare, including the use of poisonous 
gases, indicates that in the next war not 
only the Army but (and chiefly) civilian 
populations of cities will be almost 
instantly affected by the first terrific 
destructive effort of the war. 

This 1s realized in America by very 
few outside the ranks of experts, al- 
though some civilian populations of 
Europe (surely those of England and 


' Germany), having had a taste of the 


horror of air warfare, are not deluded 
by the thought that safety lies in 
distance from “the front.” 

It may be possible that this com- 
bination of aviation and chemistry will 
prevent further wars after its effect has 
once been really demonstrated. If the 
war to end all wars ever comes it will be 
a war of aerial development. 

I observed European aviation very 
closely during the war, because, nat- 
urally, my native country, Holland, 
was in a very difficult and even perilous 
position from the day of the Declara- 
tion until that of the Armistice. lam 
now, and quite as naturally, deeply 
interested in American aviation, for I 
have become a citizen of this great 
country. My wife is a Canadian. 


Ar TRANSPORTATION 


It is here that all our future lies. 
We are intensely anxious to see the 
United States of America lead the 
world in peace-time aviation and to 
know the nation to be safely equipped 
with flying craft and expertly trained 
men in all military branches, so that 
in the event of war a competent and 
unbeatable defense will be absolutely 
certain. To a very great extent the 
military aviation of a future war will be 
dependant on the commercial air de- 
velopment of the nations involved. 


Tue U. S. anp EUROPE COMPARED 


In spite of the splendid American Air 
Mail this nation lags far behind Europe 
in general commercial air development. 
Passenger-carrying equipment and or- 
ganization virtually does not exist in 
the United States, whereas in Europe it 
has become one of the most important 
of modern activities. 

I believe this lack of passenger-carry- 
ing facilities to be a serious handicap 
upon American business, and in many 
other ways a noteworthy strategical 
mistake. 

If passengers could fly in the United 
States they would. That is proved 
conclusively by the fact that forty- 
eight per cent of the passengers who 
have been carried during the last year 
from Croyden, in England, to Paris, 
France, have been Americans. In 
Europe Americans eagerly seize the 
opportunities denied them in their own 
country. 

Another proof that Americans are as 
anxious as anyone to fly, is that during 
the Sesqui Centennial Exposition in 
Philadelphia, while a passerger-carry- 
ing airline between Philadelphia and 
Washington was in operation, the 
large three-engine Fokker planes which 
flew the route twice daily were filled to 
capacity nearly every day ard an aver- 
age of 300 seats were booked in ad- 
vance. Their capacity was small, only 
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8 passengers, but in four months they 
carried 3600 people—all that they 
could crawd aboard. 


Tue FUTURE 


All except very short distance, high 
class, passenger travel will be by air in 
days to come. ‘Transocean travel will 
be by fast aircraft almost exclusively. 
I am now building the plane in which 
Byrd is to attempt the transatlantic 
flight. It will be a good plane and, I 
think, not only with safety, but with 
unexampled speed, will carry him over 
the great stretch of waters which air 
transport will reduce truly to the pro- 
porticns of a mere lake. In other 
words a jew years will find transatlantic 
flight a matter of course. The Byrd 
flight will be a non-stop journey, by no 
means necessary, but calculated to ad- 
vertise the safety of such travel most ef- 
fectively. Probably the early passen- 
ger routes will be differently arranged. 

That first attempts will all be 
non-stop is as it should be. This will 
attract wide attention as sporting 
propositions. Later organized effort 
will arrange for two stops to the New 
York-London and New York-Paris 
trips, the first of these in Ireland and 
the second in Newfoundland. Thus 
the journey will mean only fifteen hours 


_ above the water, estimating speed at 


one hundred miles an hour, a very 
moderate rate. 

Technically nothing impossible or 
even especially difficult is involved in 
this non-stop flight. Planes already 
have been built that could have done 
it and that did do work as notable, 
and later established a 87-horrworld en- 
durance record. Macready and Kelly, 
for example, made a non-stop transcon- 
tinental Atlantic to Pacific flight in 
twenty-six hours and fifty minutes. 
The non-stop flight from New York to 
Paris would be but eight hundred miles 
longer. 
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The non-stop Paris to Djask, Persia 
flight, made last October by two 
Frenchmen, Rignot and Costes, was 
3813 miles, or a fraction longer than the 
proposed Paris-New York non-stop 
flight. 


PROGRES8 IN AIR-MINDEDNESS 


This summer should and will see a 
tremendous development of commer- 
cial aviation everywhere except in the 
United States, so strangely backward 
in this matter, and will show some 
development here. 

Even the last six months has shown 
an increase in progressive air-minded- 
ness among American business men in 
this regard, probably due to the great 
and spectacular success of the Ameri- 
can Air Mail. A year ago a meeting of 
American businessmen asked to con- 
sider the financial wisdom of put- 
ting money into commercial aviation 
would have been scorned.. Now money 
is available for every new and reason- 
ably planned enterprise of this sort. 

The ease with which people in this 
country now can be induced to try a 
flight in a plane‘is an amazing change 
over conditions which existed even 
twelve short months ago. Not only 
youngsters but the mature and even 
elderly are now eager to go up under 
any reasonably expert auspices. 

Not long ago one of the great busi- 
ness organizations of Detroit (Con- 
tinental Motors) bought one of my new 
three-motor planes. In it Mr. Judson, 
the president of the corporation, and 
Mr. Angell, its vice-president, flew 
from Detroit to the west coast by the 
southern route and back by the 
northern. 

That was a try-out for the heads of 


the concern. It was so successful that. 


this machine is now being used con- 
stantly in their organization, and soon 
Continental Motors will be steadily in 
the air as amatter of business efficiency. 
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There are many other instances of this 
sort. Every large corporation, which 
covers great areas in its operations, is 
considering the advisability of aerial 
travel for its important officials as 
a time and, therefore, money-saving 
proposition. 


Costs 


All the influences which have made 
such developments a little difficult in 
the past, and still handicap them, 
seem to be vanishing. For instance 
the cost of airplanes is high now. A 
three-engine machine can be sold for 
$40,000, each engine costing $5000 if it 
is to develop 200 horse power. 

But note the difference between cost 
of retail manufacture and cost of quan- 
tity manufacture. These engines, 
built by quantity production methods, 
ought not to cost more than $200 each. 
Thus great is the margin between ex- 
periment and going concern. In quan- 
tity production, twenty-five of these 
engines can be built for the present cost 
of one. We have done these things in 
motor car manufacture. When we do 
them in airplane manufacture we shall 
have pianes in the air. 


DEVELOPMENT A MATTER OF 
COURSE 


Tt is curious that while here we seem 


‘to be doing nothing, in Germany and 


France the development of air trans- 
port is as much a matter of course, as 
normal a business interest, as railway 
development was in the days of its 
beginnings. Berlin is a vast airport. 
Paris is a vast airport. London is a 
vast airport. In London a subway 
soon will be running directly from the 
center of the great metropolis to the 
landing field. This is not a madman’s 
dream. Work has been begun upon 
this subway and is being rapidly, 
pressed toward completion. 

Why are we doing so little in America? 


Arr TRANSPORTATION 


In Philadelphia, after the success of 
the Philadelphia-Washington Sesqui 
Centennial experiment, which I have 
mentioned, the Philadelphia Rapid 
Transit people expressed willingness to 
put ten million dollars into the estab- 
lishment of a regular line, but could not 
get the necessary government guaran- 
tee of business. 

The present cost of airplanes is high 
because thought concerning new types 
and improvements of old ones advances 
rapidly. It would be folly to say that 
this stage of airplane development has 
come to an end here or anywhere, but 
its influence will be constantly less as 
time progresses. 

We already have established really 
efficient engine types, worthy to be put 
into quantity manufacture. 


QUANTITY PRODUCTION 


The whole engine development, 
which has resulted in the present ad- 
vanced and admirable type, has oc- 
curred under the eye of the government 
and has been costly. But it must be 
remembered that military engines per- 
force will always be developed without 
regard to cost, but with the idea of 
obtaining the highest efficiency possi- 
ble, regardless of expense. It is to be 
understood that designs thus developed 
are unlikely ever to be put into quan- 
tity production. 

We in the United States shall not 
get the ideal aero-engine until the big 
manufacturers of motor cars take up 
the task of engine development. They 
will not do this until they feel sure of 
enough orders to justify continuous 
quantity’ production. As scon as this 
is possible, without the danger of being 
influenced by government require- 
ments, we shall have quantity, in 
other words cheap production of air- 
plane engines. Commercial aviation 
does not need engines of the ultimate 
possible performing power, as military 
aviation does. 
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The reliable and comparatively 
cheap quantity-produced engthes for 
commercial aviation in America will 
be constructed, among other things, 
for overhaul at the minimum number 
of man-hours, and with interchange- 
able perts cheap to replace. Once this 
is starzed the engine which at present 
costs #5000 will be sold for $1000, with 
this price dropping rapidly until the 
irreducible minimum of a very few 
hundred dollars is arrived at. 

After we begin quantity manufac- 
ture on truly American lines, as we now 
produce automobile engines, European 
manufacturers, unless heavily sub- 
sidized by their governments, will 
find competition with us utterly im- 
possible, and will have to buy of us. 
Europe is a retail region, full of in- 
efficiencies. 

One of the most successful European 
air-cooled engines is built in five 
factones, instead of in one as it should 
be, each factory in a different country, 
with the total production of the lot 
smaller than a big American automo- 
bile engine factory, and serving in all 
five countries of a total area smaller 
than that of one American State. 

Nobody knows better than I that 
construction methods may be widely 
changec. The larger factories will 
stancardize their types. It may be 
that the use of wood and fabric will 
eventually be superseded by metal, 
provided'some durable method of pre- 
venting corrosion and checking the de- 
structive influence of vibration can be 
devised. 

At present the production of metal 
planes is far from cheap. The dur- 
alumin sheets must be bound together 
with thousands of hand-made rivets of 
a type not to be manufactured by ma- 
chinery. ‘This will need to be, and will 
be, substituted by other materials and 
methods of construction. Eventually 
all-metal planes will be cheaper than 
any other. 
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The all-metal plane now is financially 
impossible for any manufacturer ex- 
cept, possibly, Mr. Ford, who seems to 
be willing to donate forty or fifty 
thousand dollars tc every customer. 
Every other all-metal manufacturer 
has had to be re-financed several 
times, or supported by government 
contractis at excessive prices. 

The growing aircraft industry will 
develop different types as the automo- 
bile industry has done. We shall have 
planes for every purpose, from the 
smallest two-seater or single mes- 
senger-plane up to the 100 passenger 
transport airliner, fitted with every 
possible comfort for ils passengers. 

As these things come about the cost 
of air transport will drop. Ifthe cost of 
airplanes is one-tenth or less of what 
il is today, and if planes are adapted 
to the use of a fuel cheaper than that 
which at present they must burn, as is 
promised by our never-resting chemical 
industry, air travel may be cheaper 
than the present railway rates, while, 
at the same time, offering such supe- 
rior speed and comfort that there 
will be no comparison on that score 
between the two modes of progres- 
sion 


East PLANE TRAVEL AND SLOW 
Train TRAVEL 


Aur transport will dominate the coun- 
try, the railways being kept busy 
with mass-transport of passengers and 
freight. ‘I do not believe that any 
single railway official in the United 
States today realizes the influence 
which the development of air transport 
is bound to have on all de luxe passen- 
ger transportation. 

Railway experts, like the general 
publicin America, have failed to under- 
stand the improvements in sight, or 
already actually realized in air trans- 
port methods. We Americans who 
have travelled by air abroad (and 
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thousands of Americans will be doing 
so this summer) know the superiority 
of the plane over every other vehicle, 
especially for night travel. There is no 
comparison between the smooth delight 
of the aircraft cabin bed and the rock- 
ing, ever shifting couch of a night 
traveller by railway train in the very 
best Pullman cars over the most per- 
fect roadbed. 

The airplane is at present noisy, but 
it is certain that this noisiness will be 
very greatly reduced, and the monoto- 
nous noise of a plane encourages 
sleep and is not tiresome. 

The cost of equipping airways is 
infinitesimal by comparison with that 
of building ralways and establishing 
their terminals. Even though the 
most perfect lighting and radio-direc- 
tion systems be installed this will al- 
ways remain the case. Where rail- 
ways have to cross rivers or mountains 
vast expenditure must be involved. A 
river or a mountain chain adds not a 
penny to the first or any other cost of 
air transport. Railway rights of way 
through crowded cities are incon- 
celvably costly. Air travel needs no 
such rights of way. And the multipli- 
cation of speed will lengthen the 
traveller’s life by just the number of 
days, hours and minutes that fast plane 
travel saves over slow train travel. 


Arr Trave. WILL SUPPLEMENT 
Ratmway TRAVEL 


As has been learned in Europe, 
however, air travel will not compete 
with, but will supplement railway 
travel. ‘The railways should be first to 
take up and encourage the establish- 
ment of airlines. If they have the wis- 
dom to do this they will have absolute- 
ly nothing to fear, but, on the other 
hand, will prepare for a new source of 
profit. At first they tried to deny the 
efficiency of long-haul motor vehicles, 
until soon they found the truck cut- 
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< ting in upon their freight business and 
the busses reducing their suburban 
passenger haulage. Then, in many re- 
gions, they did the sensible thing— 
they went into the trucking and bus 
. businesses themselves. Now they are 
making more money than ever. ` 

Exactly similar should, and will, be 
chapters in the story of the railways 
and air travel. 

The effect of air travel upon many 
things will be magical in the United 
States. For example 11 will immensely 
increase the commuting distance of the 
businessman. Imagine the effect which 
it will have upon the real estate value 
of islands. 

We are but a step or two away from 
such a development of air travel as 
will be epochal in the nation’s history. 
Really it principally waits for the 
perfection of air terminals in all cities. 
With regard to this a very encouraging 
picture has been presented during the 
past year. The completion and enlarge- 
ment of air terminals will have the 
same effect on air travel and the plane 
industry as the building of good roads 
had on motor travel and the automo- 
bile industry. 

The time is close at hand when each 
city will not only have its landing 
field, but will be encircled by a belt of 
landing fields, each connected by good 
transport with the town's center. Few 
cities already grown to any consider- 
able size can arrange landing fields 
within their inner boundaries. and it is 
probable that if any did so they soon 
would find such fields so congested that 
they would perforce have.to be trans- 
ferred to the outskirts. 

It is astomshing that the vast city of 
New York has aclually not a single 
landing field. 


187 


When travel by airplane is organized 
here it will offer American sightseers 
such opportunities of inspecting the 
United States as they never have 
dreamed of. And imagine the comforts 
of their travel, with surface difficulties 
entirely negligible! 

Air travel will not have been under 
way here very long before every city 
and town will realize that it must be 
reckoned with in town-planning. 


ADVANTAGES Not Yer REALIZED 


Many advantages of air transport 
are not yet at all realized by the gen- 
eral public. Not only does it need no 
roadbed but it can be operated from 
and over land or water, ice or snow. 
No degree of heat or cold affects it. 

The time now has come when these 
and many other things must be laid 
before. end carefully considered by, 
the American public unless this great 
nation is to be left far behind by its 
competitors in the great race of prog- 
ress. Transport is the most important 
detail of the processes of civilization. 
Air transport long since has passed the 
experimental stage. There can be no 
further doubt about its safety, com- 
fort, and superior speed. 

Its development only needs such 
organization here as will come auto- 
matically through the investment of 
capital by those who have earned that 
capital through their own hard effort. 
Such capital is far more valuable than 
any other. 

There can be no further doubt about 
the safety, comfort, superior speed. 
and 1ts dominating influence on trans- 
portation and warfare. 

But all will be surmounted. The 
airplane is especially adapted Lo sur- | 
mount all obstacles. 


° Book Department 


Wurms, Jopiru Brow, Pa.D. A Guide 
to the Printed Materials for English Social 
and Economic History, 1750-1850. 2 
Vols. Pp. Vol. I, xix, 585; Vol. II, 658. 
New York: Columbia University Press, 
1926. 


This very excellent guide is the result of 
hard work, good judgment and sound criti- 
cal scholarship. With this there is also 
combined a good understanding of the 
larger movements of English history for the 
century from 1750 to 1850. The impor- 
tance of the period ia generally recognized. 
It encompasses the Industrial Revolution, 
which according to the conception of the 
author forms the bridge, as it were, between 
“the relatively local and small scale life 
of earlier days, and the more intricate eco- 
nomic and social life of modern times.” 

The works are grouped in three divisions. 
The first relates to the Industrial Revolution 
as it is usually understood; the second to 
the expansion of England’s possessions over- 
seas, and the third, to the economic and so- 
cial effects in England of the Napoleonic 
Wars. 

The plan of the work is simple. Part I 
deals with works of general reference, classi- 
fied under Bibliographies; Encyclopedias; 
Economic and Social Histories; Political 
Histories; Publications of the National Gov- 
ernment; Local Records; Reports of So- 
cieties; Periodical Publications; Works of 
Travel; Local Histories and Biographies. 
Part II is devoted to special subjects as 
follows: Economic Theory, Economic Con- 
ditions, Industries. Social and Economic 
Conditions and Movements, Social and 
Political Theory and Movements. These 
are followed by a detailed index of authors 
and a well organized guide to subjects. 

In order to secure a body of material with 
unity and coherence, yet representative of 
the period, the author used two principal 
themes as the basis for the sections and the 
organization of the sources. The first, to 
use the author’s own words, relates to 
“population, prices, business, cycles and 
crises, commerce, money and banking, pub- 


lic finance, transportation, industry and 
technical developments affecting it;” the 
second to social relationships, that is 
“the conditions of life, especially among the 
working classes, wages, the poor, charity, 
co-operation, trade-unions, education and 
theories of social reform.” 

It is evident from the selection and classi- 
fication of subject matter that the treat- 
ment is closely articulated to the simple and 
more general outlines of the history of the 
period, rather than to a preconceived and 
artificial bibliographical scheme. Publica- 
tions of the same general type are grouped 
together. Bibliographies, official and peri- 
odical publications usually come first in 
each section, other works following in 
chronological order. 

A noteworthy feature of the work is the 
effort at an appreciation of evaluation of 
the works in the forra of brief notes and 
comments which are as a rule, penetrating 
and critical, and as the author tells us, 
based on actual handling and reading of the 
books themselves. As a result the esti- 
mates always command consideration, even 
though ore may at times differ from the 
opinions expressed. 

In the matter of selection the specialist 
will frequently experience unexpected sur- 
prises both in the works included and in 
those left out. For exemple, either through 
oversight or mistaken judgment, the very 
important work of “War in Disguise” 
(1805) by James Stephens, and its American 
reply entitled “An Answer to War in 
Disguise” do not appear; nor does “Dan- 
gers to the Country” written two years 
later. Similarly, Melvin’s work on the Con- 
tinental System, a scholarly work based 
upon extensive research escapes notice. 
It ıs particularly unfortunate because of 
the valuable bibliographical section of 
Melvin’s study. 

The reviewer appreciates the extraordi- 
nary difficulty of the author’s task and by 
way of extenuation for omissions of this 
kind, it is only fair to quote the statement 
in the preface that the guide is “selective” 
and that “not more than one-third or one- 


188 


Book DEPARTMENT 


fourth of the works examined have found 
a place in the work.” The section on the 
“Publications of the National Government” 
will prove of special value to beginners. 

The high standard set by these two vol- 
umes should be an earnest of the bibliog- 
raphy of English history for the larger 
field now in preparation by a group of 
scholars under the auspices of the two great 
Associations of Historians in England and 
this country. 

In conclusion it is a pleasure to speak 
with unstinted praise of a work that reflects 
such sound scholarship. It is not only a 
valuable aid to historical students, but will 
prove a stimulating and helpful guide to 
researchers. 

Wimax E. LINGELBACH. 


Hoac, C. G., and Hanuerr, G. H., Je. 
Proportional Representation. Pp. xx, 
546. Price, $5.00. New York: The 
Macmillan Company, 1926. 


For many years the standard classic on 
Proportional Representation, or P. R. as 
our authors prefer to call 1t, was John H. 
Humphreys’ Proportional Representation 
(reviewed in The Annals of October, 1911). 
This was an authoritative book in which was 
analysed the results of English electoral 
methods; contrasted the working of the 
second ballot, the alternative vote and 
Proportional Representation; described the 
systems of election then obtaining in 
several Continental countries, in Tasmania 
and in South Africa; and discussed the 
effects of P. R. upon the party system and 
its bearing upon the relations between the 
two Houses of Parliament. 

Humphreys’ book must now yield its 
place to this new volume by the Honorary 
Secretary of the (American) Proportional 
Representation League (Mr. Hoag) and its 
Executive Secretary (Dr. Hallett) who have 
written an equally authoritative book, 
quite up to date and including the American 
experience of recent years which has been 
active and fairly extensive beginning with 
the adoption of P. R. in Ashtabula in 1915 
and including elections on that basis in 
such representative cities as Cleveland and 
Cincinnati. - 

The chapter on “How P. R. Works” is 
indeed most illuminating and in many 
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respects more effective than the one in 
which the authors deal with “Objections,” 
as it is hard for zealous propagandists, and 
our authors are certainly such, to deal dis- 
passionately with the arguments of oppo- 
nents or the doubts of the thoughtful. The 
discussion of the objections is fair, but for 
the reasons noted is not forceful. 

How P. R. has worked in hundreds of 
elections and places is told with adequate 
summaries of facts and references to sources. 
Full documentation is one of the admirable 
features of the book, nearly one half of 
which is given over to an Appendix which 
comes pretty close to being the most 
valuable part of the. book. It contains a 
list of places and organizations using Pro- 
pertional Representation; quotations from 
famous political theorists on the subject, 
the earliest treatise on it; a discussion of its 
constitutionality, a list of organizations 
promoting P. R., a discussion of the+con- 
stitutionality of P. R. and of majority 
preferential voting and of election provi- 
sion3 for P. R. with the single transferable 
vote. 

In the body of the book there is an 
explanation of voting systems that do not 
rep-esent the will of the voter, a study of the 
two types of P. R. which have been widely 
adopted—the list system and the single 
transferable vote (the Hare system); their 
advantages and the objections to them, the 
history operation, and technical details. 
In short the book is designed, in the words 
of the authors to make 1t “of value to the 
people of the United States. The problems 
and experience of other countries have not 
been neglected, but their treatment has 
been subjected to the requirements of 
tlis purpose.” 

It is to be regretted that the index 
references are to sections rather than to 
pages as many of the sections cover a 
number of pages. 

CLINTON Rocers WooDRrUFF. 


Orson, ReueEL Lesus, A.M., J.D., PH.D. 
The Colorado River Compact. Pp. 
xxiv, 527. Price, $8.00. Published by 
the author, Los Angeles, Calif., 1926. 
The project of legislation discussed in 

this volume should occupy a distinct place 

in the constitutional history of the United 


if 
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States. It remains a paper project. Five 
years havg passed since the ambassadors of 
the seven states of the Colorado River 
Basin began their negotiations in Washing- 
ton, more than four since they signed the 
compact at Santa Fé, but ratification by the 
legislatures of the states remains incom- 
plete, and seems likely forever to remain so. 
Despite political and economic pressure 
from Washington, Arizona steadfastly 
withholds her consent for the very sufficient 
reason that she has much to lose and little 
to gain by giving it. The one great need 
which she was suffering with the other six 
states of the basin when the negotiations 
began was supplied before their conclusion 
by the Supreme Court of the United States 
—a certain and simple rule fixing the 
relative water rights in an interstate stream 
possessed by arid states each of which has 
cbolished the water right of the riparian 
landowner and substituted the right of the 
prior formal appropriator. The decision in 
Wyoming vs. Colorado, 259 U. S. 419, 
setting up the same rule as to the conflicting 
claims of two states each of which has so 
legislated, was rendered June 5, 1922. It 
_assured to Arizona—with the inducements 
to prompt development offered by her vast 
area of irrigable land and mild climate—the 
security of the titles of her appropriators 
who take while the taking is good, against 
attack by later comers to the high and colder 
valleys of the upper basin. 

This great river of the Southwest, not 
inaptly called the American Nile, drains 
and waters parts of the states of Wyoming, 
Colorado, Utah, New Mexico, Arizona, 
Nevada and California. Rising at high 
altitudes on the western slope of the Rocky 
Mountains where the growing season is 
short and the frost risk high, it debouches 
upon the rich low, hot lands at the head of 
the Gulf of California where crops may be 
grown twelve months in the year. The 
Imperial Valley, 250 feet below the level of 
the Gulf, is the best known part of these 
lands. In the famous Canyon section 
alone it falls 3000 feet, in its whole course 
8000 feet, —a vast potential source of water 
power. Like its African prototype, it 
suffers a regular annual flood from the 
melting snows of the Rocky Mountains, but 
with more disastrous results. Twenty 
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years ago the entire river broke into the 
Imperial Valley and threatened it with 
complete destruction. After a desperate 
struggle the river was forced back to its 
channel; but the peril is ever present, and 
only flood control by gigantic storage works 
can adequately safeguard against it. 

As if nature and conflicting state juris- 
diction were not enough, the river presents 
international problems of the‘ gravest 
character. Vast areas of rich Mexican 
lands about the head of the Gulf are held by 
American speculators. The Imperial Val- 
ley is watered by a canal which takes water 
from the river in the United States, carries 
it many miles through Mexico and back 
again into the United States. : The part of 
the canal in Mexico is owned and operated 
by a subsidiary corporation incorporated in 
Mexico and obliged by its charter to furnish 
on demand as much water for lands in 
Mexico as for lands in the United States, 
an obligation which bas never been fulfilled. 
For the protection of the Imperial Valley 
the United States has built and mairtains 
a levee in Mexico. Finally, the storage of 
the annual flocd, at the expense of the 
United States or of its citizens, would 
greatly increase the amount of water 
avallable for irrigation and would therefore 
increase the acreage irrigable from the 
river; and if the point of storage were as far 
down stream as Boulder Caryon, much of 
the water could be used omy in Mexico. 
Many persons in the Southwest fear the 
establishment of a large Japanese colony in 
Mexican soil with a Japanese city at the 
head of the Gulf. Storage at the head of 
the Canyon section of the river would avoid 
these evil consequences and vastly increase 
the potential water-power development, but 
the feasibility of diverting the water there 
stored to lands in Arizona and California is 
in dispute. 

The author is a professor ot law in the 
University of Southern California at Los 
Angeles. His book is a Harvard doctor’s 
thesis and is extensively documented. 
After a brief introduction he analyzes the 
compact and discusses at much length in 
separate chapters its engineering and 
economic background, and the constitu- 
tional and political issues involved in it. 

The compact, unlike the pending Dela- 
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ware River compact, merely sets up rules of 
law for apportioning the water of the river, 
without establishing any administrative 
agency to apply them. In his concluding 
chapter the author finds this omission to be 
afatal defect. Indeed he maintains that in 
time of scarcity “the prior appropriation 
system breaks down, and there must be a 
conscious control of the vesting of water 
rights in accordance with other principles. 
To the determination of these principles a 
Colorado River Authority might properly 
direct its attention. Their development is 
not the concern of anyone at the present 
time.” But it is hard to see how Arizona 
could be induced to make so sweeping a 
. delegation of its powers over the river and 
thus put at hazard a title made certain, as 
the state thinks, by the Supreme Court of 
the United States. 

The reader will find this volume a useful 
abstract and compendium of the discussion 
that has raged about the compact rather 
than an authoritative judgment on the 
matters in issue. Itis equipped with maps, 
a profile of the river, an airplane photo- 
graph of a section of the Canyon, a “Who's 
Who in Colorado River Development,” 
bibliography and index. 

Perre P. WELLS. 


BerNARD, L. L. An Introduction to Social 
Psychology. Pp. x, 651. Price, 84.50. 
New York: Henry Holt and Compeny, 
1926. 


Social Psychology, as an academic sub- 
ject, finds itself in a strange position. 
Everyone working in the social sciences is a 
social psychologist, whether he wishes to be 
or not. The economist may deny with great 
emphasis that he has any concern with social 
psychology, yet certain notions as to what 
human beings will do under certain cir- 
cumstances is basic to all his thinking. 
Human motivation in stated social cir- 
cumstances is the foundation for his whole 
structure of economic theory. And what 
is true of the economist is true of the polit- 
ical scientist, the sociologist and anyone 
else, whether “theorist” or “practical man” 
whose work requires an analysis of social 
situations. ' 

How then is one to explain the low repute 
in which social psychology is generally 
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held ir. academic circles? The explanation 
lies partly in the mass of controversial lit- 
erature in this field, with its exaggeration 
and vituperation; partly in the enormous 
amount of pure rot and nonsense that has 
been offered to the reading public as social 
psychology; partly in the mistaken claim 
put forward that the whole domain of social 
psychology belongs exclusively to the 
psychologist, and that trespassers will be 
prosecuted. For many the controversy 
has been confusing, the nonsense disgusting, 
and the claims of certain individual 
psychologists consoling. For, if social, 
psycholozy is a specialism in another field, 
then one need not bother cne’s head 
about it. 

Two noteworthy volumes in social psy- ` 
chology have appeared in recent years, one 
by Allport and the other by Bernard. 
The former volume is written by a psy- 
chologist and is especially strong ın its 
analysis of the individual personality and 
is weakest in its analysis of the social 
process. The latter is written by a sociolo- 
gist who has devoted twenty years pri- 
marily to the analysis of social situations 
from the psychological viewpoint. Hence 
Bernard's volume is strongest in its analysis 


` of human motivation in the social process. 


Bernard is not easy reading; his mind is 
rigorcusly logical and abstract, and once a 
bit of ground has been covered he does not 
dally by the wayside with long illustrations 
or make excursions into interesting by- 
paths but proceeds immediately to the 
exploration of new territory on his general 
line of march. However, the reader is 
more than repaid for his difficult reading 
by the penetrating analysis of social pro- 
cesses. Moreover, an enormous amount of 
ground is covered. If Berñard's style is 
abstract it also flows smoothly and is 
perfectly clear and gives every evidence of 
& vigorous mind behind it. 

Bernard’s approach is the synthetic one. 
He is not interested in controversy. In 
an earlier volume, Instinct: A Study in 
Social Psychology, he entered the contro- 
versial field and showed the folly of 
attempting to explain human motivation 
in term3 of a few well-defined instincts. 
His present purpose is to present the au- 
thentic material. He has been notably 
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fair in giving the contributions of those 


with whotn he disagrees, It is evident that- 


the writer feels strongly the desirability of 
clearing up the contusion existing in many 
minds as a result of all the controversy. 
In order to do this he plans to cover the 
field completely in two sizable volumes, 
of which the one under review is the first 
to come from the press. In the second 
volume Bernard will deal with the develop- 
ment of personality and the self and social 
consciousness. 

The present volume is divided into three 
main sections: The Foundations of Collec- 
tive Behavior; The Integration of Person- 
ality in the Psycho-Social Environment; 
The Psycho-Social Environment and the 
Organization of Collective Behavior. A 
fifty page introduction gives a broad setting 
for the material that follows and discusses 
the relation of social psychology: to other 
academic pursuits. The general approach 
of this writer is quite different from the 
usual material to be found in this field. 
He does not discuss the ‘‘herd instinct,” or 
some prepotent herding tendency, and 
then proceed to show how such tendency or 
desire or wish will work itself out in the life 
of the group. He believes the human 
animal is possessed of an extraordinarily 
adaptable organism and that the social 
process, within broad limits, selects the 
types of responses that will fit the pattern 
of life the group already has in operation. 

A scholar once remarked, in delimiting 
his field of operations, that psychology was 
the study of the skin and what it contained. 
Bernard has reserved for another occasion 
his detailed subcutaneous explorations, or 
rather, he is more interested in what the 
world beyond the skin does to the world 
within the skin than vice versa. He has 
given us a scholarly and illuminating book 
and one that will doubtless receive in- 
creasing recognition as time passes. 

Hoan CARTER. 


Turasuer, Frepertc M. The Gang Pp. 
xv, 571. Price, $8.00. Chicago Uni- 
versity of Chicago Press, 1927. 

This well-documented study of 1818 
gangs of all age groups in Chicago analyzes 
the róle played by the gang in the life of the 


THE ANNALS OF THE ÁMERICAN ACADEMY 


adolescent boy, and in particular of the boy 
“who dwells among the shadows of the 
slums,” where the poorer immigrant groups 
have settled. Here old and new standards 
have clashed. The process of adjustment 
has all too frequently meant a collapse of 
family life and parental authority, aided 
instead of prevented by a misdirected proc- 
ess of '“Americanization.”” Here, “in the 
twilight zone of railroads and factories, 
deteriorating neighborhoods and shifting 
population,” the gang fourishes. It is the 
product of a “geographically and socially 
interstitial area,” a frontier phenomenon in 
the borderland betweer. business and resi- 
dential districts. To tke adolescent boy in 
whom a new individuality is forming, 
moulded by strange and to him unknown 
forces, the gang furnishes an escape from an 
otherwise humdrum existence and a way of 
meeting needs which society fails to satisfy 
by constructive means. It becomes, there- 
fore, a powerful influence in the formation 
of character. In some cases it aids the boy 
to become a good citizen. In most cases it 
demoralizes him. The chapters on the 
gang and its part in immorality, crime, and 
party politics testify to this. 

The author suggests that the only way of 
making the gang a useful instrument of 
socialization is to provide its members with 
constructive interests without eliminating 
the thrill in the process. Occasionally this 
has been done successfully by the Y.M.C.A., 
the Boy Sccuts, and the settlement houses. 

Professor Thrasher has made a real con- 
tribution to sociological research. The 
wealth of material employed has been used 
with good judgment and presented in an 
entertaining as well as an instructive man- 
ner. It is unfortunate that the concept of 
the gang as an “interstitial” group has not 
been carefully and logically analyzed, partic- 
ularly since it is regarded as the key to the 
situation. 

The make-up of the book is attractive. 
Aside from a few omissions of references 
(for documents Nos. 68, 187, 159) and an 
incorrect footnote on page 62, it gives evi- 
dence of careful proof-reading. Some 
photographs, an excellen: bibliography and 
a good index add to its usefulness. ‘Those 
who come into intimate contact with the 
adolescent boy should read it. The gang 
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Proctor, ARTHUR W., and SCHUCK, ARTHUR 
A. The Financing of Social Work. 
Chicago: A. W. Shaw Company, 1926. 
In view of the priority of space, interest, 

data and argument allotted in this volume 
to the discussion of the community chest 
movement, which has flourished so widely 
in the United States during the last decade, 
there is almost a touch of irony in the fore- 
word contributed by Mortimer Schiff, dis- 
tinguished philanthropist and banker, when 
he remarks: “ Theonly point witk which lam 
not fully in accord with the authors is in the 
emphasis which they place upon the com- 
munity chest as a plan for the tinancing of 
social work and their optimism regarding 
its development.” 

The first half of the book is devoted to 
“underlying principles,” a discussion that 
early eventuates in enthusiastic endorse- 
ment of the community chest. While the 
doubts and questionings expressed in the 
preface are acknowledged and dealt with, 
their treatment seems somewhat sketchy 
and lacking in both depth and breadth, as 
compared with the vigorous and authorita- 
tive presentation of the more obvious and 
generally considered aspects of the problem. 
At least, there still remains much room for 
more penetrating discussion of the princi- 
ples and policies exemplified -n the com- 
munity chest movement, especially as it 
affects freedom of leadérship, experimenta- 
tion and minority opinion in dealing with 
social problems, as well as the problem of 
maintaining broadly democratic control of 
community planning and social service. 

The second half of the volume, devoted 
to the technique of organizing end conduct- 
ing solicitation of financial support for 
social work agencies, is a mine of valuable 
information and suggestions, drawn from a 
rich experience and a wide investigation. 
It is also refreshingly free from the “go- 
getter” spirit that may so easily overshadow 
the main social objectives that underlie such 
campaigns. The authors show a genuine 
appreciation of the deeper motives and 
values that justify and dignify the some- 
what spectacular appeals of social work for 
financial support, and they are deeply in- 
terested in the educational and constructive 
aspects of these campaigns. At the same 
time they have practical realization of the 
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necessity of building increasing participation 
and support upon the foundationg of mter- 
est and understanding that already exist, 
however unsatisfactory or inadequate those 
may, lor the moment, be. 

There is an important phase of social 
work financing which the authors omitted 
from consideration, though it would appear 
to fall within the broad limits of the book’s 
title. It is the relation of governmental to 
private financing. To those who believe, 
with this writer, that one of the pressing 
problems of the present and immediate 
future in social work is the establishment of 
right relations and of a sound division of 
labor and support between public and pri- 
vate agencies, the omission of any discus- 
sion of the problem will be a surprise and 
disappomtment. The state and local sub- 
sidy system, the so-called “‘Columbus 
Plan” af poor relief by which the govern- 
mental agency furnished the funds and the 
private agency dispensed the service, the 
problems and principles of publicsupervision 
of private charitable funds—all these would 
seem to have a rather direct and important 
bearing upon the form of organization, the 
extent and method of solicitation of private 
contributions, and the accounting of such 
funds. 

On the whole, however, this volume is a 
welcome and valuable addition to the li- 
brary of any progressive administrator of a 
social work enterprise and of any public- . 
spirited citizen who wishes his effort to 


‘count most effectively in the advancement 


of the social program of his community. 
KENNETH L. M. Pray. 


ELLINGWOOD, ALBERT R., and Coombs, 
Warner. The Government and Labor. 
Pp. xv, 689. Chicago: A. W. Shaw 
Company, 1926. 

This volume is a collection of illustrative 
material bearing upon the major problems 
which have grown out of the relations be- 
tween the government and labor in the 
United States. It contains the more im- 
portant statutes, judicial decisions, ad- 
ministrative orders and reports dealing 
with these problems. It is the conviction 
of the editors that “the process of learn- 
ing” can be aided by the use of the indue- 
tive methods of the laboratory. They 
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seek, therefore, in this compilation of 
original material, “to make it possible for 
the student to see the mill at work, to 
sample the grist that enters it and the meal 


that it produces.” 
The materials imcluded are arranged 
under appropriate headings. The basis of 


governmental regulation, the labor con- 
tract, the protection of the laborer against 
competition, the labor union, the labor 
conflict, safety and health, hours of labor, 
wages, unemployment, workmen’s com- 
pensation, and social insurance are the 
subjects which engage the attention of the 
editors. A large portion of the volume is 
virtually a case book on labor law, since 
some seventy federal and state judicial 
decisions are inserted In view of the 
important réle the courts play in govern- 
ment regulation of labor in the United 
States, it is to be expected that any book 
of readings in this field must give extensive 
space to court decisions. 

The editors have rendered an inestimable 
service to teachers and students in com- 
piling this excellent collection. By a care- 
ful pruning and condensation of this 
official material they have made available 
relatively inaccessible primary sources. 
Occasionally the editors insert introductory 
and explanatory statements, although for 
the most part they allow the official docu- 
ments to speak for themselves. An es- 
pecially commendable feature of the text 
is the inclusion in each section of a list of 
questions related to the main theme of 
that section and its ramifications These 
questions are illumirating and suggestive, 
and add appreciably to the merit of the 
volume. The organization of the entire 
volume is well balanced, A little more 
attention might have been given to the 
decisions and more particularly the work- 
ing methods of governmental administra- 
tive commissions vested with the adminis- 
tration of labor legislation. 

It is the conviction of the editors that the 
student should not have access to the 
secondary and predigested matter on the 
subject of the government and labor until 
he has consulted the original materials. 
. There is room here for an honest difference 
of opinion. Where the student is not 
under the guidance of competent instruc- 
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tion, this handicap could at least in part 
be overcome by the use of the secondary 
materials. Under any circumstances, it is 
the opinion of the reviewer that the omis- 
sion by the editors of references to collateral 
sources impairs the utility of the volume 
and detracts somewhat from an otherwise 
exceptionally creditable compilation. 
Martin L. Faust. 


SEABURY, WILLIAM Marston. The Public 
and the Motion Picture Industry. Pp. 
xiv, 340. Price, $2.50. New York: 
The Macmillan Company, 1926. 


Mr. Seabury states in his preface that the 
purpose of The Public and the Motion Pic- 
ture is “to initiate and to render articulate 
an international movement to fix and es- 
tablish the status of the motion picture in 
every nation of the world as a new public . 
utility and to require the industry, without 
diminishing the popularity of its entertain- 
ment, to consecrate its service to the culti- 
vation and preservation of the world’s 
peace and the moral, intellectual and cul- 
tural development of all people” (p. x). 
It is apparently his belief that this purpose 
can best be achieved through legislation, 
though he does give slight recognition to the 
basic economic facts and principles involved 
in such a fundamental reform. 

The layman, unacquainted with the 
development and methcds of the motion 
picture industry, may obtain from this 
work an elementary if somewhat biased 
description of the industry in the United 
States, Canada and the leading European 
countries. The Latin-American nations 
and the Orient are not considered of suffi- 
cient importance to merit mention. Mr. 
Seabury’s descriptive analysis is limited by 
his desire to show the need for a corrective 
program centered on the present practical 
monopoly and its alleged attendant evils, 
which are said to be artistically, morally 
and economically disadvantageous to all 
concerned,’ While there is no doubt a 
large element of important truth in such a: 
point of view, the facts and opinions cited 
do little more than establish the serious 
handicap of those individuals and nations 
so unfortunate as to be left out of the 
inner controlling circle. The views and 
contributions of the “monopolists” who 
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aided so materially in bringing the in- 
dustry to its present position should have 
fair consideration in any calm discussion 
of the growth difficulties of our industrial 
infant, 

Eighteen specific and a number of gen- 
eral legislative reform measures are sug- 
gested, including such proposals as the 
“declaration of the status of the motion 
picture as a new public utility” (p. 290), 
the separation of the functions of produc- 
tion and distribution from that of exhibi- 
tion (p. 294), the “prohibition of monthly 
consumption of twenty-five per cent or 
more of the screen time of any theatre by 
any producer or distributor of pictures” 
(p. 297), the “prohibition of any undue or 
unreasonable increase in the rental of films 
or the license fees for the exhibition of pic- 
tures and the prohibition of any undue or 
unreasonable increase in admission charges” 
(p. 303), and the elimination of “block 
booking,” “black lists,” quantity rental 
discounts on unfair terms, and obscene and 
socially undesirable pictures. Federal con- 
trol, but not censorship, is advocated in 
order that the annoyances of various state 
acts and taxes may be avoided. Similar 
legislation is recommended to European 
governments, with the additional recom- 
mendation that private international trade 
alliances would be helpful. Mr. Seabury 
has evidently given much thought to the 
legal problems involved, but a great amount 
of economic and social research is required 
before his ideas can safely be refuted or 
accepted. 

DonaLp Younc. 


Dice, C. A, The Stock Market. Pp. xiv, 
667. Chicago: A. W. Shaw Company, 
1926. 


The stock market, how it operates and 
how to operate it, has been a popular theme 
among writers for many years. The mass 
of material contributed has, however, re- 
lated mainly (1) to a social justification or 
condemnation of speculation or (2) to 
“inside” methods on how to beat the 
market, and in most instances has been 
partisan in character. Outstanding ex- 
ceptions have been: Emery, Organized 
Speculation on the Stock and Produce Ez- 
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changes of the United States; Brace, The 
Value of Organized Speculation; Huebner, 
The Stock Market; and Meeker, The Work 
of the Stock Exchange. Professor Dice in 
The Stock Market has added another im- 
portant exception. 

This book accomplishes two things. It 
gives a detailed description of the organi- 
zation and technique of stock exchanges 
and trading. Secondly, it outlines and 
weighs the relative merits of those factors 
which one must take into account in order 
to intelligently speculate in stocks. The 
descriptive portions include chapters on 
the growth and organization of stock 
exchanges, on the nature of stocks, on 
dealers and brokers of stocks and their work 
and special chapters on rights, convertibles, _ 
puts end calls, and other special phases of 
stock market organization. 

The chapters devoted mainly to develop- 
ing the factors of intelligent speculation 
incluce: “Purchasing on Margin,” “The 
Stop-Loss Order and the Hedge,” “Tape 
Reading and Chart Trading,” “Averaging 
and Pyramiding,” “The Technical Position 
of the Market,” “Stock Price Averages,” 
“The Dow Theory,” “The Money Market 
in Relation to the Stock Market,” “‘Fore- 
casting the Major Trends,” “Methods of 
Rating Securities,” and “Analysis of 
Securities.” 

The author has interwoven the descrip- 
tive portions of his work with the analyti- 
cal. This has apparently been done to 
make the material more interesting for the 
general reader. A free use of stock market 
terminology has also been included for the 
same reason. These characteristics will 
doubtless please the tired business man 
who desires to learn something about the 
market in which he occasionally places 
some surplus earnings, but to the careful 
student or teacher a greater degree of 
exactness in presentation both from para- 
graph to paragraph and from chapter to 
chapter is to be desired. Doubtless to 
avoid the commonplace, also, the author 
has devoted a minimum amount of space 
to the economics of the stock market and 
to the legal phases of the subject, and in 
their place has substituted rather frequent 
references from the Wall Street Journal. 
This will doubtless appeal to the chart 
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trader but decreases the value of the book 
as a genetal text. 
G. Wricut HOFFMAN. 


ScHuorz, K. W. H., and PATTERSON, S. H. 
Economic Problems of Modern Tafe. 
Pp. xii, 615. Price, $4.00. New York: 
McGraw Hill Company, 1927. 


Until recently most books on economies 
treated entirely too exclusively the old 
orthodox concepts of the laws of economics. 
This method naturally allowed of too little 
attention to the current problems of man in 
his economic activities. Many of the texts 
seem to be written primarily for the com- 
mendation of the author’s contemporaries 
at the sacrifice of the immature or new stu- 
dent of the subject or of the layman on the 
street. Too many of the theorists have 
shown either a woeful lack of knowledge of 
the possibility or impossibility of the appli- 
cation of their theories, or have failed to ap- 
precisate this point. 

S. H. Patterson and K. W. H. Scholz in 
Economie Problems of Modern Life have 
made a very definite and worth-while con- 
tribution to the field of economics. They 
have presented in a concrete, tangible, and 
at the same time teachable form, our cur- 
rent economic problems. 

Experience in teaching such courses as 
money and banking, finance, merchandis- 
ing, etc., etc., to upperclassmen leads one to 
doubt the value the student receives in the 
prerequisite course in the traditional, ab- 
stract, theoretical elementary course in 
“Principles.” Featured as an exercise in 
mental gymnastics, or as a class-room or 
living-room discussion this method of 
treatment doubtless has some interest and 
benefit for a few. To the majority 
of undergraduates, however, it neither 
prepares for future academic work, nor for 
life. 

Economic Problems of Modern Life senses 
this situation and fills a large gap. The 
authors have very properly avoided stress- 
ing the purely price concept of economics, 
and stress the importance of man as the 
chief factor in economic life. 

The book is exceedingly extensive as well 

-as intensive. The average college student 
studying economics for the first time, and 
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using this text only, would be lost in the 
maze of facts. 

A better balance and coherence would be 
attained by making Parts 3 and 4, Parts 2 
and $, and by placing the present Part 2 
(Trusts, etc.) as Part 4. The monetary 
and financial discussion of Chapters 11 to 
21 inclusive should fellow Chapter 5. At 
the same time the problems of monopoly 
should be more closely connected with 
the problems of labor and in ustrial 
unrest. 

Horace R. BARNES. 


Day, Epsrunp. Statistical Analysis. Pp. 
xxvil, 459. New York: The Macmillan 
Company, 1925. 

Some indication of the growing interest 
in statistical procedure is afforded by the 
constantly increasing volume of textbooks 
of statistics that come from the publishers. 
Professor Day, who is dean of the School of 
Business Administration of the University 
of Michigan, has given us a volume note- 
worthy in several respects. He has been 
convinced that the weak point in most 
statistical research lies not in the inability 
to use the various techniques of procedure 
but in failure to grasp the logic of statistical 
analysis. ‘Therefore his book is carefully 
designed to give the student not only a 
thoroughgoing training in the elementary 
techniques but also in the much needed 
orientation in the general limitations and 
uses of quantitative analysis. Day indi- 
cates that there has been too wide a separa- 
tion of graphic methods of presentation and 
the material to be presented, in most text- 
books. He has explained graphics wherever 
the subject arose. The book is loaded with 
charts and graphs and these add greatly to 
the interest of the student as he makes his 
way along the painful path to statistical 
knowledge. 

The mechanical make-up of the book is 
pleasing. The heavy gloss paper is durably 
and flexibly bound and the typography 
clear. There is a brief index and bibli- 
ography. Several appendices of handy 
information for the student include: Table 
of Logarithms, Table of Squares, etc. 
(1-1000), Relationship between r and 
rho. 

Hue CARTER. 
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_y Stoan, L. H. Security Speculation. Pp. 


280. Price, $8.50. New York: Harper 
and Brothers, 1926. 


Mr. Sloan, who is associated with the 
Standard Statistics Company, Inc., of New 
York, presents in this book a statistical 
study of the relative merits of three methods 
of speculation. Eighteen representative 
common and fourteen preférred stocks are 
used and tested over the twelve-vear period 
January 1, 1914, to January 1, 1926. 

Under the first method (Test 1) the imag- 
inary speculator places a fixed amount of 
money in stocks on the first of January each 
year and on January 1, 1926, sells out his 
holdings. His total profit is then calcu- 
lated, which includes both dividends and 
capital gains or losses, and reduced to an 
annual average percentage gain or loss. 
Under the second method (Test II) the 
speculator follows the long-pu!l idea and 
invests a fixed sum at the beginning of the 
eleven-year period and sells at the end of the 
period, his profit as above being reduced to 
& percentage basis. 

Under the third method (Test IO) the 
speculator, observing the fact that stock 
prices are subject to large cyclical swings, 
attempts to so time his purchases and sales 
that he may benefit from each of the up- 
ward movements. In this he is successful 
enough to catch approximately two-thirds 
of .each upward swing. During the down- 
ward movement, he puts his money in the 
bank and with the next upward swing rein- 
vests his enlarged capital fund, selling out 
finally on January 1, 1926, his tatal profit be- 
ing reduced as above to a percentage basis. 

Mr. Sloan concludes that the last of the 
above three methods offers greater possi- 
bilities for profit than the first two methods 
because definite account is taken of cyclical 
stock price movements. The time of pur- 
chase and sale is the essence of the problem. 
“It is the exceptional security which re- 
turns an, adequate profit if it is bought at 
the wrong time; likewise, it is the excep- 
tional security that fails to return an ade- 
quate profit if it is bought at the right 
time” (p. 183). 

Three points in criticism of Mr. Sloan’s 
methods should be mentioned. He has 
chosen a period of time—January 1, 1914- 
January 1, 1926—which begins with a nadir 
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in the stock price cycle and ends with a 
point which, if not a peak, certaigly is far 
above the price trend during this period. 
Under both Test I and Test IM because of 
successive additions of capital investment, 
the latter part of the period is heavily 
weighted compared with the first part. 
But the weighting is not the same for Test I 
as for Test UI and with no weighting at all 
for Test H. How much a correction for the 
above two points would alter the conclu- 
sions drawn is hard to estimate. 

Finally Mr. Sloan calculates the profits 
of the third method (Test II) by allowing 
the speculator to profit by an average of 
two-thirds of each upward price swing. Is 
this too much of a compliment to the in- 
telligence of the average speculator? At 
one point the author warns the -eader that 
his results ““do not purport to prove that 
catching two-thirds of any long up-swing is 
average performance” (p. 126). But at 
another point he states: “Tf he had been 
an intelligent and well-informed operator, 
rather than an imaginary one whose deal- 
ings were directed by purely mechanical 
methods, he might have done considerably 
better than this [referring to obtaining two- 
thirds of the average swing]. The point is 
that, in using this particular mechanical 
device “or establishing theoretical buying 
and selling prices, we do not feel that we are 
giving to our theoretical speculator an un- 
fair advantage. Indeed the method em- 
ployed tends to underplay his possible 
profits, rather than exaggerate them” (p. 
39). The part in brackets was inserted by 
the reviewer. Had a more conservative 
fraction than the two-thirds been used and 
for either three or four complete cycles 
instead of three and one-half cvcles, the re- 
sults would have been considerably different. 

Tae author has an easy style, approaches 
his subject without apparent bias and as a 
result has prepared an interesting and 
stimuleting monograph. 

G. Wricut HOFFMAN. 


MacNarr, H. F. China’s International Rela- 
tions and Other Essays. Pp. vu, 826. 
Price: Trade, $2.00; School Edition, $1.20. 
Snanghai: The Commercial Press, 1926. 
Seldom is it possible to secure so authori- 

tative and sympathetic a statement of 
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Ane international and mission- 
` ary ‘problems confronting China as is found 
in this volume. The author is recognized 
, In the country of which he writes as an 
analytical student of Chinese history and 
politics, and enjoys the reputation of being 
fair and constructive in his criticisms of 
Chinese and Westerners alike. 

The essay from which the title of the 
volume is derived was originally prepared 
for and published by the North China 
Branch of the Royal Asiatic Society in 1925. 
A remarkably concise account is given of 
the periods of intercourse between China 
and the West, with illuminating quotations 
from Chinese documents showing the atti- 
tude of superiority assumed by the Sun of 
Heaven before the time of European mili- 
tary expeditions in China commencing 
about the middle of the nineteenth century. 
Another essay deals with the ignorance of 
Americans regarding Oriental psychology 
and customs, summing up the matter with 


the comment: “It stands to reason that the . 


understanding of the problems of the 
Pacific and the Far East must not be a one- 
sided one. It is every whit as imperative 
that America shall come to understand and 
appreciate the culture of the East as that 
she shall develop friendly political and com- 
mercial relations with the nations of Asia 
—in fact, she cannot hope permanently to 
accomplish the latter unless she does the 
former concurrently.” 

A third chapter or essay is a contribution 
of much value to those who would inquire 
why Japan was able in so short a time to 
overcome obstacles imposed from without 
similar in nature to those which China to- 
day is contesting. Having studied with 
care the methods by which European 
states advanced their material interests, 
Japan resolved to progress by the same 
processes. In the words of’ Professor 
MacNair: “A careful study of Japan’s 
dealings with Korea and China in particular, 
and with other nations in general, cannot 
fail to impress one with the aptness of 
Japan as a student in learning and applying 
the worst tricks of European diplomacy in 
its modern foreign relations, as well as of 
assimilating some of the finer parts of 
Western culture in certain sections of the 
country. ” 


| Tue EN OF THE ÅMBRICAN ACADEMY 


A considerable portion of the book is 
devoted to a survey of the status of Chris- 
tianity in China. The account of the his- 
tory of Christianity in this particular field 
of missionary endeavor first was read as a 
paper’ before the Shanghai Missionary 
Association, November 8, 1925. Each of 
four periods of Christian activities, viz., 
the Assyrian or Nestorian, the Catholic 
Franciscan and Neo-Assyrian, the Catholic 
Jesuit, and the modern Catholic and 
Protestant, is described in sufficient detail 
to give the reader a clear impression of the 
nature of the work and the difficulties to be 
overcome. Among the most valuable fea- 
tures of this particular essay are the state- 
ments of reasons for the failure of Christi- 
anity to survive in each of the three periods 
preceding the present one, and suggestions 
as to the probable and possible outcome in 
the immediate future. The pages of the 
article on missionary ethics will be read 
with great interest by all who are associated 
with or interested in the evangelical 
movement in China, touching upon as 
it does some outstanding problems which 
must be met before the Christian cause 
can attain complete success. Seldom is 
the issue so squarely presented, so that 
all may be informed upon the facts of the 
situation. 


W, Lzon GODSHALL. 


ZIMMERN ALFRED. Ths Third British 
Empirs. Pp. 148. Price, $2.00. New 
York: Oxford University Press, 1926. 
The Third British Empire is that which 

has existed since 1918; the first was over- 

thrown in 1776, and the second culminated 
in the World War. In a series of five lec- 
tures originally delivered. at Columbia 

University in 1925, and brought up to date 

for publication in the summer of 1926, Mr. 

Zimmern has outlined the internal and ex- 

ternal situation of this Third Empire. 
When other empires—for example, the 

Russian Empire or the Austro-Hungarian 

Monarchy-—fell under the blows of the war, 

the British Empire continued, although in 

a changed condition. Why? In spite of 

centrifugal forces, the British spirit of 

liberty vitalized the old Empire into a 

Commonwealth of Nations. How has it 

survived? In what form? As a British 
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Entenze within a larger League of Nations. 
What must it do to justify its survival in an 
age which seems destined to dissolve em- 
pires? By pioneering in the field of war- 
prevention: in inter-racial relations, in 
economic relations, in the problem of na- 
tionality. These three questions are set by 
the author in the opening paragraphs, and 
answered as has been briefly indicated. 

Mr. Zimmern does not feel that the Em- 
pire is in all cases following the path likely 
to lead to the best results, either for itself, 
or for the world. However, at times, in 
commenting on the larger implications of a 
given situation, he seems to fail to recognize 
serious blunders in empire policy, such as 
have arisen iùn India and Egypt. Alto- 
gether_the book is a stimulating résumé of 
empire problems from a British viewpoint, 
broad in interpretation, and optimistic in 
cuilook. 

W. M. BLAIsSDaLL. 


HeaLy, Worum, M.D., and BRONNER, 
Aveusta F., Pa.D. Delinquenis and 
Criminals. Pp. xiii, $17. Price, $3.50. 
New York: The Macmillan Company, 
1926. 


This volume is a pioneer in its field. It 
is a scientific study showing in what 
measure we have been successful in the 
handling of juvenile delinquents. Four 
thousand actual cases furnish the details 
for definite and remarkable conclusions 
concerning this vital question of national 
importance. 

The work presents several outstanding 
and unusual features. A new aspect of the 
situation is shown by a comparison of two 
thousand cases of juvenile delinquency in 
Boston with two thousand similar cases in 
Chicago showing methods of treatment and 
degree of success or failure in results of 
both. All cases were studied first during 


juvenile court age and follow-up work was - 


completed only after the child was well 
ver juvenile court age. 

The comparison of the work in the two 
sities shows the failure of both to meet their 
problem. We, therefore, readily acknowl- 
:dgé that the same failure exists in all other 
American cities with perhaps the exception 
of those in which special work has been 
done:*Example (Denver), as the same type 
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of homes, sentences and instruction are 
nation-wide and a crime that willeend a boy 
to the House of Correction in Chicago will 
demand the same punishment in New York 
or San Francisco. 

A large number of charts found through- 
out the book and in the appendix give 
statistics on all phases of the work such as 
percentage of success and failure in com- 
mitted and uncommitted cases, health, 
mentality, condition of homes and com- 
munity. Other charts present age, weight 
correlation, race, type of crime and type of 
correction tried. 

The book is based on fact and the facts 
are compiled in these charts which are made 
quite clear by the accompanying exp.ana- 
tion, 

The reports are based on the individual 
case study method. An individual study 
has been made of each case cited and the 
results show clearly the futility of the use of 
any other method in the study of crime if 
success is to follow the treatment. It 
shows the utter hopelessness of using the 
same methods of treatment, year after year, 
and using the methods in relation to the 
crime committed rather than adjusting the 
remedy to the individual personality. 

No person can read the book without a 
realization of the vastness of the work and 
the undeniable effort to present facts as 
they really are. It reveals that between 
forty and fifty per cent of the cases treated 
in Boston and Chicago are unsuccessful. 
This undoubtedly condemns the present 
system and confronts the novice with the 
seriousness of the delinquency problem and 
the need of radical changes in the method 
of dealing with the juvenile offender. It 
should also be placed in the hands of all 
people dealing with delinquents, as it proves 
the absolute need of treatment that meets 
the different needs of the individual and of 
research that will furnish a vast store of pro- 
fessional literature of the neture of this 
work. 

‘The conclusions of the authors are quite 
worth while in themselves as they are not 
only based on the cases within the covers of 
the book but have grown ouz of the exten- 
sive experience in the field of Drs. Healy 
and Bronner. , 

G. Baker THOMPSON. 
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HaprrenD, Sr Rosernt A. Metallurgy 
and It» Influence on Modern Progress, 
wih a Survey of Education and Research. 
D. Van Nostrand Co., 1926. 


The author of this book has been an 
outstanding pioneer in the discovery and 
manufacture of steel alloys. This volume 
he apparently wrote as a diversion from, 
and summation of, particularly his personal 
contributions to their development. 

This book deals chiefly with the historical 
development of alloy steels (1882-1926) 
and appends a sketchy survey of the 
facilities for metallurgical research, particu- 
larly in Great Britain. There is very little 
concerning the application of alloy steels 
in modern industry, and no statistics to 
indicate precisely their increasing impor- 
tance. The volume contains some iftro- 
ductory chapters on the earlier history of 
science and of metallurgy in particular, but 
in this field the author has only the very 
slightest scholarly acquaintance. There is 
a lengthy chapter on “Fuel Economy,” but 
this is a study of a very narrow part of this 
tremendously important aspect of indus- 
trial and general cultural history—review- 
ing almost solely fuel economy in the pro- 
duction of iron and steel, of especial interest 
to the author in his capacity of manu- 
facturer of those products. 

The title is, therefore, seriously mislead- 
ing as to the scope of the book. It serves 
chiefly to re-suggest the need for truly 
scientific study not only of the history of 
metallurgy—which is here and there being 
worked out—but of all the essential aspects 
of the influence of evolving metallurgy on 
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the development of human culture. Or 

this subject there is no general treatise o) 

note, and but a few scattered papers. } 
Wurm Carer MacLeop. 


Aca, Tuomas R., and BRINDLEY, Joun E. 
Highway Administration and Finance. 
Pp. x, 88%. Price, $5.00. New York: 
McGraw-Hill, 1926. 


Professor Agg, of the engineering faculty, 
and Professor Brindley, professor of eco- 
nomics at lowe State University, have 
collaborated in bringing out a text dealing 
with the legislative enactments required 
to provide a stable basis for highway de- 
velopments, with financing plans for high- 
way systems, and with the organization 
and functions of state or municipal high- 
way departments. ü 

The work is based very largely upon 
well-selected material from current litera- 
ture upon the subject of highway construc- 
tion, finance and regulation, but it is well 
salted with observations, comments snd 
criticisms by the authors. The text is 
liberally sprinkled with excellent sugges- 
tions for collateral reading so that the reader 
is given a taste of the problem in this 
treatise and expert direction for a broader 
and deeper study of the subject through 
the footnotes and references. 

G. L. Winson. 

1 For example: Eckel, Coal, Iron and War, 1922; 
W. Hough, Man and Metals, Proc. Wash. Acad. 
of Sciences, V. 2, 1916; MacLeod, Fuel in 
Early Civilization, Amer. Anthrop., 1925; and 
discussions on iron culture in Asia in Bishop’s 
and Laufer's Studies of Chinese and Japanese 
culture origins 


Ariat GLOBE TrorrinG. Captain Leigh Wade, 
86-93, 

ÅERIAL PHOTOGRAPHY, Its DEVELOPMENT AND 

' Fromm. Sherman M. Fairchild, 49-56. 

¡Aerial photography: early cameras, 49; Fairchild 

; Aviation Corporation, 49, 53; improvements, 
51, 781; mapping, 60, 51; Model-K8, 49. 

Aerodynamics, development of, 20. 

NAUTICAL, Two SCIENCES MEDICAL AND. 
Arthur La Roe, 124-9. 
AERONAUTICAL EDUCATION. 

20-2, 
Aerona Ses aviation, education, medical 
ı science, meteorology. 
¡Air Commerce Act, 56, 111, 141. 
ir Corps Reserve, 25. 
Man, Tus. W. Irving Glover, 43-8 
Arz REGULATIONS. Wiliam P. MacCracken, 
Jr., 118-28. 
ir Regulations: Air Commerce Act, 118; ap- 
proved type certificate, 119; marks, symbols, 
descriptions, 121; navigation facilities, 122; 
requirements for pilots, 120; requirements in 
operation, 121; traffic rules, 12%; violations, 
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$: traffic rules, 122. 

Am TRANSPORT, AMERICAN. Archibald Black, 
68-70. 

Air transport: American operations, &9; costs, 
70; origin, 68; passenger service, 69; recent de- 
velopments, 68. Ses economic aspects. 

Atm TRANSPORTATION. Anthony H. G. Fokker, 
1827, 

AIRCRAFT ENGINEERING. T. P. Wright, 27-38. 

Argcrart MERCHANDISING PLANS or THE ÁLBX- 
ANDER Aimcrarr Company. J. Don Alexen- 
der, 137-40, 

AIRPLANE Enarne, Tan Srory or raz. George 
FE. McLaughlin, 84-7. 

AIRPLANE, Tue. Dr. Michael Watter, M.S.A.E., 
7-18. 

AIRPLANES IN NATIONAL Duzrensx. General 
William Mitchell, 88-42. 

Airplane. See aviation, design, engineering, 
flight, heavier-than-air, lighter-than-air, me- 
chanical construction, power plant. 

Airplanes: defined, 79; dusting, 74. 

Areports AND Lanpinc Fws. William E. 
Arthur, 56-67. 

Airports: Buildings, 63; cost, 65, 66, 67; dia- 
grams, 60, 61; flood light, 58; hangar and pas- 
senger station, 58; layout, 62; lines, 56, 5'7, 60; 

. necessity for, 56; new and proposed routes, 
57; proposed New York University airport, 
62; site, 60. 


Alexander Klemin, 
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Airships, defined, "9. 

Airways, 72, 78. 

Airworthiness: dengers eliminated, 152; " false 
publicity, 151; earful public, 151; progress in 
U. 8., 157; safeguards, 155, 

Arrwortuy, Ars We? Lieutenant Donald 
Duke, 151-8. 

ALEXANDER, J. Don. Aircraft Merchancising 
Plans of the Alexander Aircraft Company, 
1837-40. 

AMERICAN Arz Transport. Archibald Black, 
68-70. 

Amwortuy? Lieutenant Donald 
Duke, 151-8. 

Army Air Corps Flying School, 25. 

Antuor, Winam E. Airports and Landing 
Fields, 56-87. 

Aviation Insurance. Charles H. Holland, 
180-6. 

Aviation: Sse air Commerce, air regulations, air 
transport, airports, airworthiness, commerce, 
commercial aviation, development, , economic 
aspects, education, engines, first trans-Atlantic 
flight, ` insurance, licenses, lighter-=han-air 
medical science, merchandising, meteorology, 
national defense, navigation, pilots, Post 
Office, round-the-world, routes. 


BLACK, ÁRCHIBALD. American Air Transport, 
68—70. 


Casualties, 125-6. 

CLEARING THE Are FOR Communce. W. Jefferson 
Davia, 141-650, 

Climate. Ses meteorology. 

ComMMEROE, CLEARING THE Arr FOR. W. Jeffer- 
son Davis, 141-50. 

Commerce: Act of Congress, 141, 142; Connecti- 
cut law, 144; disputes, 148, 149; laws abroad, 
145; need for federal laws, 144; regulations, 
148; United States and the International 
Convention, 147. 

COMMERCIAL AVIATION IN THE UNITED STATES, 
ASFECTS or. George B. Post, 71-8. 

Commercial aviation: classes, 77; dusting, 74; 
early airways, 72; history, 71, 72; photography, 
78; pioneers, 75; present era, 75, 76; routes, 78; 

, TL, 

Connecticut law, 144. 

Curtiss Flying Service, Inc.: future plans, 25; 
work af, 23, 


Davis, W. Juerremson. Clearirg the Air for 
Commerce, 141-50. 
Defense. See national. 
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Department of Commerce regulations, 24. 
Design: bedy, 11; engine, 10, 14; landing gears, 
11, 12; power plant, 10; procedure as to wings, 
7, 8. 
Development, 27, 28. 
Disastera, 79, 80. 
Dispute, 148, 149. 
, LIRUTENANT 
worthy? 151-8. 


Donato, Are We Air- 


Economic Aspecra OF AIRCRAFT TRANSPORTA- 
TION, SOME. Stephen B. Sweeney, 159-81 
Economic aspects: air mail, 177-8; demand, 
169; development, 161; future, 179-81; operat- 
ing costs, 167; subsidy, 161, 64; various na- 

tions, 170-7. 

EDUCATION, ÁERONAUTICAL. Alexander Klemin, 
202. 

Education: aerodynamics, 20; grants to, 22; 
plans, 22; schools, 21, 22; structure of aircraft, 
21; university training, 20. 

Ename, Tum Story Or rom ÁAIRPLANE. George 
F. McLaughlin, 34-7. 

Engines: advance dependent on, $5; Anzani, $5; 
Benz, 35; Diesel, 36; early types, 34; Gnome, 
85; Mercedes, 35; Napier “Club,” 86; Packard, 
36; requirements for, 36; Wasp, 86; Whirlwind, 
86. 

ENGINEERING, ArmcrarT. T. P. Wright, 27-38. 

Engineering: aeronautical, 30; civil, 81; defini- 
tions, 37; general, 31; history, 27-8; materials, 
81; mechanical, 81; naval architecture and, 29; 
present state of the art, 29. 

Equipment, 32. 

Europe, engines, 36. 


Farrcuimo, SHERMAN M. Aerial Photography, 
Its Development and Future, 49-55. 

First Trans-Atlantic flight: difficulties, 96; east- 
ward, 94; experiences, 96-100; fog, 96; senti- 
ment, 94; triumphs, 98-100; with the NC-4, 
95-6. 

Fricat, Tun Emer. Jessie E. Horsfall, 14-19. 

Errcar, Tan Fest Trans-ATLANTIC. Lieuten- 
ant Walter Hinton, 94-100. 

Flight: ancient stories, 1; difficulties, 17, 18; 
eighteenth century, 4; first recognition, 4; 
Francisco Lana's study, 3; history, 1-6; 
Leonardo Da Vinci’s contribution, 3; middle 
ages, 2; tests, 17, 18; see also aviation, first 
trans-Atlantic flight, round-the-world flight. 

Flight surgeon, 124-9. 

Fry, LearNiNG TO. Casey Jones, 23-6. 

Flying safe, 124. 

Fosser, Antuony H. G. Air Transportation, 
182-7. 

Forecasts, 116. 


Germany, 80, 81. 
GLOVER, W. Irving. The Air Mad, 48-8. 
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Guggenheim Foundation, 22 


Hazards, 82. 

Heavier-than-air craft, defined, 79. 

Hinton, LimutTeExANT Warrer. The Fira 
Trans-Atlantic Flight, 94-100. 

HorLaND, Cóames H. Aviation Insurance, 
180-6. 

HorsFaLL, Jess E. The First Flight, 14-19 

Human Fureur THrouGHouT THE AGES 
Adrian Van Muffing, 1-4. - 


Insect control by airplane dusting, 74 

Instruments, 108, 106, 

INSURANCE, a Charles H. Holland, 
180-6. 

Insurance: EA coverage, 181; causes of 
loss, 184; effect of protection on fiying, 185; 
history of transportation, 130; opinion of 
practical airmen, 136; rates, 181; types of 
losses, 132, 183. 

International Convention and the United States 
147, 


Jones, Casey. Learning to Fly, 23-8. 


KLEMIN, ALEXANDER. Aeronautical Education, 
204. 


Lanna Fuosups, Arports axb. Wuliam YE. 
Arthur, 56-67. 

La Rom. Two Sciencez—Medical and Áero- 
nautical, 124-9, 

Landing gears, 11. 

Learna TO FLY. Casey Jones, 23-6. 

Licenses: mechanies, 121; numbers for aircraft, 
121; pilots, 120. 

Liaurmr-Taan-Airn Crarc. P. W. Litchfield, 
79-85. 

Lighter-than-air craft: dangers, 82; defined, 79; 
developments, 88, 84; Germany, 80; hasards, 
82; triumphs of, 82. 

Lighting, 59, 63, 64. 

Lrrcarizno, P. W. Lighter-than-Air 
79-85. 


Craft. 


MacCracken, Wuuas P. Je. Air Regula- 
tions, 118-28. 

Mail. See Post Office. 

Mathematical bases, 16. 

McLaueauim, George F. The Story of the Air 
plane Engine, 34-7. 

Mechanics licenses, 121. 

Mechanical construction, 7-13. 
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e  [EDICAL AND AEBONAUTICAL, Two SCIENCES—. 
Arthur La Roe, 124-9. 
.Ledical science: aviation medicine, 126; analysis 
| o? casualties, 125, 126; flight surgeon, 127; 
makes possible conquering air, 129; relation 
| to aeronautics, 124-9. 
[ERCHANDISING PLANS OF THE ALEXANDER AIR- 
Crarr Company, Amcrarr. J. Don Alex- 
‘ander, 187-40. 
ferchandising: advantage, 140; convincing the 
public, 187; instruction, 138; purchase plans, 
` 189; representatives, 189; selling organization, 
1138, 
ROLOGY AND Irs APPLICATION TO FLYING. 
‘Wi Ray Gregg, 107-17. 
eteordlogy: aiding aeronautics, 107; climatic 
characteristics, 109; early interests, 107; ex- 
pansion of service, 112; forecasts, 115, future, 
116,1117; kites, 110; kite meteorograrh, 110; 
~ pilot balloon stations, 112; theodolite, 114. 
i Mrrcumrn, General Wim. Airplanes in 
v National Defense, 38-42. 


C NATIONAL DEFENSE, AIRPLANES IN. General 
William Mitchell, 8842. 
National Defense: ancient and modern methods, 
' 88; defined, 38; improvements, 38; in the air, 
189, 40, 41; on the sea, 39. 
AVIGATING THE PLANE. Brice Goldsborough, 
. 101-6. 
ivigation, art of, 101; compass, 108; ground 
work, 102; instruments, 108; meteorological 
| information, 105. 
light flying, 45. 


‘ assenger services, 69. 
Zilot balloon stations, 112. 
-- Pilots: requirements, 120; scarcity of, 25; train- 
„o ing, 23, 24. 
_ PLANE, NAVIGATING THR. Brice Goldsborough, 
` 1014, 
Post, Groran B. Aspects of Commercial Avia- 
. tion in the United States, 71-8. 
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Post Office: Service accomplishments, 48; growth, 
44; history, 48; night flying, 45; planes used, 
43, 44; rates, 44; routes, 43, 47. 

Power plant, 10, 

Propellers, use of, 14, 15. 


Radio stations, 47. 

Regulations. See air. 

Research, 32. 

Round-the-world: Atlantic flight, 91; Aleutian 
Islands, 87; China, 89; Constantinople, 91; 
end of journey, 98; experiences encountered, 
87; fogs and icebergs, 92; India, 91; Japan, 89; 
living accommodations, 88; Malay 
90; Paris, 91; preliminary work, 86; start-off, 
86. 

Routes, 43, 178. 


Safeguards, 155. 

Scientific aspects. Sce engineering 

Structure, instruction in, 21. 
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Triumphs, 82, 
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Arthur La Roe, 124-9. 
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84; International Convention, 147; meteorol- 
ogy work, 107-17; progress in, 157. 
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